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ECONOMIC RESEARCH AND TAX POLICY 


By Roy BLoucH 
Treasury Department 


I. Introduction 


the past few years a great change has taken place in the attitude 
mists toward taxation. In texts and general treatises, taxation 
st traditionally has been treated as a stepchild of economics and 
laced in a separate section at the end of the book. This separation was 
often not only physical but intellectual as well, as the theories of taxa- 
ion were often not integrated with the theoretical system of the treatise 
sa whole. The policy attitudes toward taxation were usually based on 
Adan n Sn nith’s deservedly famous canons with the emphasis placed on 
heories of tax justice. Unlike the early treatises of Smith and Ricardo, 
the later writings seldom gave any substantial attention to the eco- 
nomic effects of taxation. It became the custom to insert or append a 
frequently) stale and uninspiring discussion of shifting and incidence 
ich often served to test the intellectual fortitude of many generations 
f students, and which were without implications for planned fiscal 
olicy. The possibilities of using taxation deliberately in stimulating 
iding the economy were seldom considered. Commonly the tradi- 
tum was passed on that taxation should be used only for pur- 

{ raising revenue. 
xation, of course, has always influenced the economy. It is natural 
t open recognition of this fact was delayed until taxes became very 
in absolute amounts and in relation to the national product. 
r we wish it or not, the plain fact is that modern societies have 
ward the ever increasing importance of taxation. Moreover, 
ts have in recent years become more concerned than formerly 
he possibility and desirability of directing and controlling the 
omic system through changes in economic and legal institutions, 
wed through governmental action. In recent years, accordingly, 
tance of taxation as an influence on the economy has received 
“recon among economists. They have become con- 
| both with the amounts of taxes imposed in relation to expendi- 
nd with the kinds and the timing of taxes. Fiscal policy, of 
policy is a major element, has been seized upon as a promising 
instrument for preventing or ameliorating depressions and inflationary 
dooms. In some quarters taxation is viewed as a positive influence in the 
expansion of production in general or along certain desired lines, and 


AMERICAN ECONOMIC ASSOCIATION 


for the reduction or elimination of unemployment. Far from being 3 
stepchild, taxation suddenly finds itself the favored child of many 
economists. 

There is, of course, resistance to the idea of using taxation for social 
or economic purposes. The case need not be argued here. The fact that 
taxation has been used throughout the life of the American nation for 
purposes of economic promotion and control is an indication that there 
will be no turning back now. Moreover, since it is impossible to avoid 
or neutralize the economic effects of the tax system, there would seem 
to be no valid argument against adjusting taxes so that those effects may 
be more rather than less desirable. 

However, a distinction should be made between recognition of the 
inevitable importance of the economic effects of taxes and the possi- 
bility of making them beneficial rather than harmful, and the policy of 
using taxation as an instrument for deliberate economic control. The 
problems are of much the same character in the two cases but not of 
the same degree of importance. In the former case the role of taxes is 
much humbler than in the latter case. In either case taxation is a 
element in governmental economic policy, but in the one case it is an 
incidental element, while in the other case it is relied on as a positive 
instrument. 

The use of taxation as an element, either passive or active, in econo- 
mic policy must begin with economic research to determine the ways in 
which taxes affect economic activity. Without that knowledge the blind 
will lead the blind, and if they do not fall in the ditch, it will be good 
luck, not good sense. The point cannot be overstressed. There are great 
areas in the field of tax effects that have been only roughly surveyed 
and that require major research before intelligent tax policies with 
respect to them can be developed. 

Economic research, however, is not all there is to the determination 
of tax policy. It is one thing to analyze the effects of certain tax 
pressures as they impinge on economic activity and to conclude that 
the manipulation of these pressures might have foreseeable effects; it 
is quite another problem to develop a tax program which will produce 
the most desirable effects, all things considered; and it is still another 
problem to have that program adopted and put into operation. From 
economic analysis to an adopted tax program in full administrative 
operation may be a very long distance indeed. 

It is the purpose of this paper to examine some aspects of the proces 
which must go on between economic research and the finally adopted 
tax program. The discussion will involve: first, some aspects of the 
process of translating results of economic research into a tax program 
and, second, some aspects of the process of securing adoption of a tax 


progr. 
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program, followed by some remarks on the implications of the process of 
oolicy formulation and adoption. 


II. Some Aspects of Formulating a Tax Program 


An early step in moving from basic research in the economic effects 
f{ taxation toward the formulation of a tax program is a study of the 
way in which tax measures would need to be designed to produce the 
esired effects and not to produce other undesirable effects. The tax 
system is a very complex mechanism with numerous parts and inter- 
relations that are not apparent on casual examination. Unless the tax 
system and its interrelated parts are thoroughly understood, proposals 
for accomplishing desired economic effects may very well be abortive or 
may have quite unexpected results. Moreover, taxation effects operate 
a considerable extent by taxing one course of action more heavily 
than another course of action. The desired result in such cases is 
achieved when the taxpayer avoids taxes in the manner intended. The 


n informed and imaginative eye turned in the direction of possible 
alternative methods of tax avoidance. 

The translation of economic research into a tax program also requires 

areful examination of competing considerations. The desired eco- 
nomic effect, which the research indicates can be achieved through 
taxation, may be inconsistent with the achievement of other desired 
\bjectives in taxation. On the other hand, it is probable that achieving 
a certain economic effect will interfere with the achievement of other 
desirable objectives, perhaps other desirable economic effects. In the 
case of such competition of objectives, it is necessary to choose among 
them or to compromise them in order to achieve the most desirable total 
result. When this choosing and compromising process has been com- 
pleted, it may well be that the economic effect which was the starting 
point for the procedure will have been deemed less desirable than other 

mpeting considerations and may accordingly have been discarded. 
Even if it has been accepted, it may have been modified in important 
respects in order that the tax program as a whole may do the most good 
and the least harm. 

Competing considerations grow out of the basic fact of economics; 
namely, that desires exceed resources. The satisfaction of some desires 
usually means the partial or total denial of some other desires. It is not 
possible to have all of the good and none of the bad in taxation. It is 
ilways a question of having more of some desirable results and less of 
thers. In designing a tax program the designer will presumably choose 
the combination which he believes will give the optimum result. 

Une classification of tax considerations is into two groups: (1) con- 


3 
translation of economic research into a tax program must be done with 
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siderations which present a positive reason or purpose for imposing 
taxes, and (2) those considerations which would not in themselye: 
lead to the imposition of taxes, but are deemed important in determining 
the kinds of tax measures. Whether a consideration will fall in the firs: 
group or the second group is a subjective matter depending on how 
intensely a person feels about the accomplishment of a certain objective. 
although there are some considerations such as ease of administration 
which can scarcely be thought of as positive purposes for imposing 
taxes. The chief positive purpose for imposing taxes is of course the 
raising of revenue. Many persons recognize no other legitimate positive 
purpose for taxation. However, the history of our country presents 
many examples of two other purposes. One of these is the protection of 
industry from competition or, perhaps more accurately, the protection 
of particular industries. It is this purpose rather than revenue which has 
dominated international tax policy in the form of protective tariffs. It 
has also had important examples in interstate tax policy and in internal 
revenue taxes. 

Another nonrevenue purpose for which taxation has been frequently 
employed is as a supplement and substitute for the police power; thus, 
taxation is sometimes used for sumptuary purposes, as in the case of 
certain kinds of narcotics, and for implementing direct controls, as in 
the case of firearms. The famous attempt to use taxation in the regula- 
tion of child labor will be recalled. 

From the economic point of view all tax considerations resolve them- 
selves finally into considerations regarding production, distribution, or, 
less importantly, consumption. There is no opportunity here for a 
detailed discussion of the various considerations, but a brief review oi 
them may be of value in indicating the problem of designing a tax 
program. 

1. Constitutionality. The constitutionality of the measures contained 
in a tax program is not so much a tax consideration as it is an obstacl 
which must be surmounted before there is a legal tax. Taxing powers 
are in general broad, but constitutional restrictions have some bear- 
ing on the possibility of using taxes to achieve desired economic 
effects. Taxation must not be arbitrary; this means, of course, arbitrary 
in the judgment of courts. The rule against arbitrariness prevents 
taxes from being used as a precise instrument for effectuating various 
economic and political purposes since often only through arbitrariness 
is it possible to seek out specific industries or concerns or specific prac- 


tices within those industries or concerns for special encouragement OF 5 


discouragement. The rules against arbitrariness prevent taxes from 
being an unbearable exaction imposed on political and economic ene- 
mies by those in power. The protection of individuals and businesses 
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against arbitrary government action in the tax field has been a process 
of long and slow development towards democracy and a reversion 
would not be tolerable even for laudable ends. The courts generally do 
not object to the use of a tax for nonrevenue purposes, if the tax does 
not show such a purpose on its face, and not then if there is power 
other than the taxing power to impose the regulation. 

One of the effects of constitutional limits is to prevent the imposition 
of taxes on wealth by the federal government. This is of significance 
since it effectively prevents the federal government from imposing taxes 
according to one important measure of personal ability. Thus in time 
{ war income can be and often is taken almost completely by taxes, 
while accumulated wealth, which stands to benefit heavily from victory 
in the war, is free from direct federal wartime taxation. 

Another effect of the constitutional limitation is to prevent geo- 
sraphical differentiation within the country. This largely prevents the 
application of internal taxes in such a way as to act as protective tariffs 

or one part of the country against another part of the country. It does 
not, however, eliminate all geographical differences in tax effects. For 

example, if in one region the income has its source largely in one indus- 
try while in another area income is derived from other sources, the im- 
Say position of a tax on the industry or the granting of an exemption to the 
industry may be uniform throughout the country, but may nevertheless 
esult in the subsidization and promotion of one region at the expense 

{ other regions. 
Constitutional restrictions are important, not only where the courts 
: actually strike down a tax, but where Congress does not impose a tax 
because it is anticipated that the courts may possibly strike down the 
tax if it is imposed. This possibility of unfavorable judicial action may 

em <crve as an excuse not to take undesired action. 

2 Re venue. There was a time when the accepted test for the proper 
lume of revenue was very simple: the amount necessary to cover the 
$ expenditures for the year. Newer theories regarding the relationship 
: between revenues and expenditures indicate the desirability of adjust- 
Me 40g the volume of revenue as an instrument of controlling inflation, of 
y lisetting cyclical movements of business, and of stimulating a stagnat- 
ed economy. These theories are more sophisticated than the idea of 
S aunual budget balancing, but they rest on the same basic belief that the 
s se of raising revenue is an economic purpose. If there were no 
- Bie “ang t of unfavorable economic results, there would be little or no rea- 
i for ever raising any revenue at all. Accordingly, the maintenance 
'a sound economy has always been the purpose of raising revenue. 
However, in some cases this purpose may have been indistinct, since 
much of the emphasis on revenue raising seems to be based on a tradi- 
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tional point of view which has become intellectually disassociated from 
the economic basis of taxation. 

3. Tax Justice. Tax measures are tested also by the consideration of 
tax justice. Everyone agrees that taxes should be just, but there is wide 
disagreement as to what tax justice is in specific situations. 

It should be observed that tax justice is not a uniformly understood 
concept. There is first of all the tax justice which is achieved by the like 
treatment of likes. This is essentially the avoidance of arbitrariness 
which was previously mentioned. If John Brown and John Smith both 
are in the same economic situation, tax justice requires that they be 
treated alike. If they are in exactly the same economic situation, their 
failure to be treated alike will be due to lack of uniformity in tax ad- 
ministration. The inequities of assessment of real estate are well known, 
But some of the worst inequities occur where the economic situation is 
in general alike for different people, but where some one factor is differ- 
ent. This factor may not be important in determining the amount of 
taxes which people ought to pay, but it may in fact be important in de- 
termining the amount of taxes they actually do pay. The equitable treat- 
ment of persons who are substantially alike in their economic situations 
is often referred to as tax equity as distinguished from the larger concept 
of tax justice. Tax equity consists in recognizing these inconsequential 
differences for what they really are and adjusting taxes so that they fall 
with equal weight on people with equal ability to pay taxes. It may well 
be that in the minds of taxpayers this equity between people who are 
nearly alike and find themselves in the same social stratum is more im- 
portant than broader tax justice between social groups in widely 
different economic situations. 

Tax justice has received the bulk of attention from tax writers, chief- 
ly in connection with the “principle of ability-to-pay.” This principle 
is, of course, in no sense a scientific principle but is rather a normative 


principle; it is concerned not with explaining what is but with indicating | 


what ought to be. It has been the tax manifestation of the democratic 
principle in government. It is not to be lightly regarded when it comes 
in conflict with other considerations. 

This does not mean that some of the ingenious theories for measuring 
ability-to-pay are of great value in deciding on a specific rate structure 
The ability-to-pay theories certainly lead from regressive taxation 
toward progressive taxation but give little guidance as to how progres 
sive the rate structure should be. 

The long and influential history of ability-to-pay has resulted in its 
being used as a slogan for selling to the public or to legislative bodies 
private privileges which have no proper relation to ability-to-pay. This 
is not surprising since a phrase which has received popular acceptance 
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will be used to cover everything that can be dragged in under the label 
without being so patently absurd as to defeat the purpose. In such 
selling campaigns “taxation according to ability-to-pay” has no more 
actual meaning than “taxation according to diddle-day” might have. 
Fortunately, these abuses of ability-to-pay have not destroyed its mean- 
ing. As generally used in the formulation of tax policy, the term appears 
to be synonymous with progressive taxation; that is, if taxes are not 
progressive they are not in accordance with ability-to-pay. 
~ A third and possibly different concept of tax justice may be expressed 
in broader terms. Under this concept taxation is just when it results in 
a socially just distribution of wealth and income. The idea may be 
somewhat less broadly expressed in the following way: if a tax con- 
tributes to bring a distribution of income and wealth more nearly in 

rmony with the principles of social justice, it is a just tax; while if it 
perates to remove the distribution of wealth and income further from 
what may be conceived as social justice, it is an unjust tax. Social jus- 
tice is used here to mean any given person’s idea of that term. Social 
justice is a highly subjective concept. The removal of social injustices 
and the achievement of social justice are a very heavy load to place on the 
tax system. 

4. “Economic Effects.” As previously indicated, all tax considerations 


have their economic aspects. Thus tax justice relates to the economic 
efiects of taxation on the distribution of wealth and income. However, 
the phrase economic effects of taxation is commonly used in connection 
with effects other than direct distributional effects, although it would be 


hard to think of any economic effect which would not affect distribution 
directly or indirectly. 

The economic effects of tax measures may relate broadly to practical- 
ly all taxpayers or may affect narrow groups of taxpayers. There are 
lways taxpayer reactions to the end product of the taxing process, 
which is to take money out of taxpayers’ pockets and put it into the 

vernment’s pocket. Some of these reactions are the necessary ones 
which 1 result from reducing the amount of money which an individual 

r aera has to spend. Other reactions may result from a shift in the 
points of equilibrium which exist between effort and risk-taking on one 
side and compensation on the other. Still other reactions may be in the 
direction of seeking to reduce taxes by directing activities along lines 
which will produce a lower tax rather than along lines which will pro- 
luce a higher tax. An observation, to be elaborated later, is that eco- 
nomic reactions are accompanied by a political reaction in the form of an 

‘tempt to secure tax reduction for the taxpayer in question, either at 
the expense of total revenue or at the expense of other taxpayers. 

There are all sorts of tax incentives of an economic character, some 
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relating to basic activities, others to less important details, There are 
incentives to save, incentives to spend; incentives to invest, incentives 
to hold idle cash; incentives to work, incentives not to work; incentives 
to undertake risks, incentives to avoid risks. At various times differen 
ones of these incentives may be considered desirable. Just what eco- 
nomic effect is considered desirable depends on both the situation and 
the person doing the considering. 

Desirable economic effects sometimes supplement one another, but 
often conflict. A most desirable pattern of these effects may be very 
complex. With an omniscient understanding of the various economic 
effects of taxes any one person may arrive at a pattern of effects which 
he considers the most desirable to achieve. The patterns of different 
people, however, will differ and often conflict. In general the effects 
which promote greater production have a more widespread interest 
than the effects which simply affect distribution, but it is rare that any 
tax effect will be solely on the production side. Moreover, the promotion 
of production in one area may be desired by persons who are interested 
in that particular field, while the promotion of production in other areas 
will be favored by other groups. The point here is that economic effects 
are complex at best and that they are often complicated by conflicting 
interests. 

5. Administration and Compliance. Another consideration which has 
an important bearing on tax policy concerns administration and com- 
pliance. Administration and compliance in general relate to the cost of 
collecting and paying taxes as distinguished from the amount of the 
taxes themselves. This cost may be in the form of financial cost, or it 
may be in the form of annoyance and trouble. Administrative costs are 
those costs which the government pays directly, while compliance costs 
are the costs which taxpayers pay directly. Other things being equal 
—and of course they rarely are equal—the lower the administration and 
the compliance costs the better. 

Even in these days it is occasionally implied that the administrative 
costs of a certain tax may be acceptable as long as they do not equal 100 
per cent of the tax collected. There are some marginal dollars which 
may probably be collected only by incurring administrative costs ap- 
proaching or even exceeding 100 per cent. This may be justified because 
the act of collecting these marginal dollars on the one hand increas¢s 
tax fairness, and on the other hand brings forth many other dollars in 
future collections which would not be forthcoming if the administrative 
costs of collecting the marginal dollar had not been expended. Aside 
from this special case, administrative costs cannot be balanced against 
tax dollars because tax dollars are merely transfers of sums while ad- 
ministrative costs are actual social losses. Where the purpose of the tax 


is not 
nifica 
Thi 
cost. 
trativ 
hand, 
comp! 


of wit 


sideri: 
tax 
real 
the 
cance 
additi 
termi} 
sarily 
impos 
costs 
taxpa 
feasib 
The 
the de 
course 
to cha 
this is 
by wa 
desira 
not be 
compl 
obstac 
are pr 
6, 
sidere 
consic 
prima 
consic 
peopl 
Th 
progr; 
econo 
the re 
sons ; 


progr. 


| 
| 
| 
| 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 9 


evenue, the comparison of cost to revenue is of course not sig- 


The cost of administering most taxes is not ordinarily a serious social 
cost. It is perhaps rare that a tax is abandoned because of its adminis- 
trative costs, especially if it is a high revenue producer. On the other 
hand, a tax may very well be abandoned or not levied because of high 
compliance costs. This is especially true where these costs take the form 
of widespread trouble and nuisance. It should be observed that in con- 
sidering tax compliance it makes a great deal of difference whether the 
tax system is imposed on relatively few people or is imposed on the 
creat bulk of the population. If it is imposed on relatively few people 
the cost in labor and time, while important, has much the same signifi- 
cance as the cost of administration. Compliance costs are in effect 
,dditional tax administration costs which should be considered in de- 
termining the desirability of the tax, but even when high do not neces- 
sarily indicate that the tax should be abandoned. Where the taxes are 
mposed on the masses of the population, however, and the compliance 
costs are largely in the form of personal inconvenience to millions of 
taxpayers, the public reaction may be so significant as to make not 
feasible an otherwise very desirable tax. 

The importance of administration and compliance considerations in 
the designing of a tax program can scarcely be overemphasized. It is of 
course true that the natural reluctance of taxpayers and administrators 
to change their methods of operation can and should be overcome where 
this is feasible and where the other considerations to be achieved there- 
by warrant the shift. However, there are many significant and otherwise 
lesirable tax ideas which must simply be abandoned because they can- 
not be administered or because taxpayers will not take the trouble to 
comply with them. Administrative difficulties are not as well-defined an 
obstacle as are constitutional restrictions, but it is probable that they 
are practically of far greater importance. 

). “Political Considerations.” The list of considerations thus far con- 
sidered does not include what are commonly referred to as political 
considerations. Political considerations are always present. They consist 
primarily in their effects on the relative emphasis given to the various 
considerations already discussed, based on the probable attitude of 
people and policy makers toward such considerations. 

The task of translating the results of economic research into a tax 
program is not one to be undertaken lightly. It goes outside the field of 
economic science because it requires the forming of value judgments of 
the relative importance of many complex considerations. No two per- 
sons are likely to arrive at the same program. The merits of different 
programs will rest not only on the knowledge which the program maker 
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has of economic effects and of the intricacies of the tax laws but also op 
the quality of his judgment. 


III. Political Institutions and Forces in Tax Policy 


Having formulated a tax program, there remains the problem of « 
curing the approval of the program by the makers of tax policy with the 
result that it is passed and placed in | operation. 

The Machinery for Determining Tax Policy. The legislative, execy- 
tive, and judicial branches of government all play a role in tax policy. 
The role of the judiciary is largely a passive and negative one. It is the 
function of the judiciary to block legislation which appears too much 
in conflict with that long-run point of view which through the original 
document, amendments, and interpretation is embodied in the Consti- 
tution. The judiciary, moreover, is often called upon to determine what 
the legislative branch of government meant by what it said. 

The function of the executive branch in tax policy is to recommend 
and to approve. Its only real power is the power of the veto. This power 
has been used rarely in tax legislation. Tax bills ordinarily have many 
parts—some good, some bad—and provisions often become law as part 
of such bills when they would be vetoed if they reached the executive in 
separate bills. 

Even the veto, of course, is not a final legislative instrument, since the 
legislative branch has the power to pass legislation over an executive 
veto. Generally speaking, the power of the executive in legislation is a 
reflection of the ability of the executive to influence the legislative 
branch. In taxation, this influence is chiefly apparent in the form of 
recommendations by the President, the Treasury, and other agencies of 
the executive branch, and by the veto. Less apparent and more intan- 
gible are the relations between members of the executive branch and 
members of the legislative branch. 

The executive branch of government is made up of numerous agen- 
cies, often with conflicting points of view. The problem of reaching a 
policy position on the part of the executive branch is somewhat simpli- 
fied by concentrating the principal interests in finance in a relatively 
small number of agencies. With respect to specific points, however 
there may be substantially divergent views which must be harmonized 
compromised, or chosen between. 

The legislative branch in our country operates through a bicameral 
legislature in which revenue legislation must originate with the House 
of Representatives. The Senate is helpless until some revenue measure 
comes along from the House, but from that point on it is under no inhi- 
bitions and can amend, add to, and subtract from tax measures with 


freedom. 
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The committee system has a notable effect on tax policy. With 25 
members on the Ways and Means Committee out of a membership of 
435. there can be no uniform representation of all the varied interests of 
the country. Disproportionate representation on committees is fre- 
quent, with some states or some areas or some industrial groups much 
more highly represented than others. This naturally has its effect on the 
tax polic ies adopted. 

™ pr hearings on taxation are open and largely unplanned hear- 

which members of the public—for the most part representatives 

of organized groups—present their points of view, their arguments, and 

heir facts. The testimony is of an ex parte character; there is no cross 

examination by expert counsel, no adequate testing of the validity of 

the arguments and facts presented. Moreover, there is no assurance that 

the interests of the more inarticulate seniabets of the community will 
be represented. 

After the public hearings come the executive sessions at which the 
various = peeb ms are thrashed out and committee decisions reached. An 
important element in executive sessions is the specific case. That is, 
committee members appear to give careful consideration to the specific 
stunt ns that are brought to their attention either through public hear- 
ings or through private representations of constituents. 

After executive sessions the committee reports a bill and accompanies 
the bill with a report explaining it and often defending the committee’s 
action. The committee reports are given considerable weight in courts 
of law and elsewhere as evidence of what the committee meant. In some 
cases this is entirely justified, but in other cases few members of the 
committee may be aware of the language used in the report. 

The floor debate in the House is ordinarily of relatively little signifi- 
cance in determining the complexion of the tax bill. It is very common 

) have a “closed rule” which permits debate but does not permit 

endment, and which requires the acceptance or rejection of the bill 
in toto. Whether or not the rule will be “closed” depends on various fac- 
tors, and if there is a strong feeling on some issue the rule may not be 
closed as to that issue. Floor debate in the Senate is an important ele- 
ment in determining policy and many amendments are made on the 
floor. Indeed, Senate floor amendments are often added thick and fast 
and with little consideration. They are “taken to conference” where, 
presumably, the good will be sorted out from the bad. In conference, 

wever, they then become bargaining points for the bargaining process 
between the Senate conferees and the House conferees. Many “amend- 
ments” taken to conference with little Senate consideration wind up as 
part of the final law. 

The Congress is a deliberative body and the period of deliberating on 
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a tax bill is often extensive. Some bills are passed quickly. In 1939 
when only minor issues were involved, and in the first Revenue Act of 
1940 when a simple formula of tax increase was adopted, the bills were 
passed with a minimum of delay, in approximately one month. Speed 
was achieved in 1939 in part because of the necessity of extending the 
life of the excise taxes which were about to expire. Where the issues are 
important, however, or where many minor issues must be considered. 
the tax bill may occupy many months. Thus consideration of the Reve. 
nue Act of 1938 was begun by a subcommittee of the Ways and Means 
Committee on November 4, 1937, and was finally passed in May oj 
1938. Consideration of the bill imposing the excess profits tax was start- 
ed on August 9, 1940, and the bill was signed on October 8, 1940. The 
Revenue Act of 1941 started on April 24, 1941, and was signed on Sep- 
tember 20, 1941. The Revenue Act of 1942 was started on March 3. 
1942, and was signed on October 21, 1942. The Current Tax Payment 
Act of 1943, which was commonly expected to be a simple little revision 
of the law, lasted from February 2, 1943, to June 9, 1943. Hearings on 
the Revenue Act of 1943 started October 4, 1943, and the bill was 
passed over the President’s veto February 25, 1944. 

An interesting element of the machinery for tax policy determination 
is the so-called “tax expert.” This term is an offensive one to the per- 
sons thus designated. It is not an adequate word since it cannot be used 
in the first person with due modesty, while the honor which might at- 
tach to the designation is depreciated by the fact that it is not infre- 
quently applied to the able and the incompetent alike. The term is 
applied to technical tax specialists, principally lawyers, administrators, 
and economists, although it may apply to anyone who is accepted as 
having technical knowledge in taxation. At the present time the mem- 
bers of the Staff of the Joint Committee on Internal Revenue Taxation 
and of the Treasury staff, including the Bureau of Internal Revenue, 
are the principal although by no means the sole groups of governmental 
experts concerned with tax policy. The function of the experts is to 
assist the policy makers in both legislative and executive branches with 
facts, in a broad sense, and upon occasion with recommendations. It is 
useful, although by no means imperative, in securing policy approval of 
a tax proposal to have the support of the experts, preferably those oi 
both the Joint Committee Staff and the Treasury. The function of the 
experts is important, but it must not be overstressed. Policy makers get 
along without the experts, often very well; and they have a habit, very 
annoying to the experts, of rejecting their suggestions, or, worst fate of 
all, forgetting the existence of the experts altogether when an important 
decision i is to be made. There is a curious fallacy that lingers in some 
quarters—although hardly in Washington—to the effect that through 
the use of better tax experts the necessity for tax politics could be re- 
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moved and a fair, model system of taxation be developed and adopted. 
The analogy is sometimes used of the engineer who designs the best 
bridge to be built across a river. But the analogy is not complete. Before 
the engineer was ever called in, a decision had been reached to build 
the bridge and to build it at a particular point and not twenty miles up 
or forty miles down the river. Cost had to be weighed against benefits. 
[he engineer’s job was a relatively simple one because all of the basic 
conflicts and competing considerations had been resolved and a decision 
reached before his work began. 

Conflicting Interests. It is the conflicts of interests and the competing 
iderations that make political bodies necessary and that present to 
their vital tasks of weighing, choosing, and compromising. Tax 
is essentially a political problem, in the best and broadest sense, 
e dominant note is that of conflicting interests among taxpay- 
ers. This is not to say that there is no harmony of interest in tax policy. 
As in all human relations there are interests in taxation which coincide 

stantially the whole population. 
element of conflict in taxation is an expression of the conflict 
present in any distribution of the product of joint efforts. In whatever 
field of price one may look, one sees a conflict over that price, whether it 
be the price of the product, the price of raw materials, or the amounts 
{ wages and other shares in distribution. Conflict is more important, 
however, in the case of taxation than in the bargains that determine the 
primary distribution of income. Most of the distributional prices grow 
out of direct bargaining between the buyer and the seller. The govern- 
ment is always in the background as an influence over the results of the 
bargain, but the ability of the bargainers to withhold what they have to 
sell or to withhold their purchases is the dominant element in the deter- 
tion of the price. Accordingly, the conflict is direct and the limits 
ime are ordinarily narrow, since beyond a limited area there will 

ase or Sale and both parties will be injured. 

taxation, however, although bargaining is present it is quite a 
nt kind of bargain; it is a political bargain. The government is 
igency in determining the original distribution of the tax bur- 
though subsequent shifting takes place through the economic bar- 
ng mechanism. No individual or group is in position to affect 
his original share of the tax burden by withholding goods or 
ising power from the market. If there is any withholding of 
effort, it is spread over a long period and is general in charac- 
i not specifically directed against the tax. It is not of such a char- 
acter that it can immediately and clearly affect the outcome of the tax 
bargain. It must operate on tax policy through the political machinery. 
Moreove r, the benefits which the individual receives from government 
co not depend on the amount he pays. So far as he is concerned the two 
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are unrelated. If through political action he can pass his share of ta, 
burdens on to someone else, it is, within limits, all to his advantage 
Under these circumstances it is not remarkable that tax policy gives rise 
to intense political strife. This strife might be reduced if people had q 
clearer understanding of their interests and those of others, but even 
then much basic conflict would remain. 

If people were all in exactly the same economic and geographical 
situation, the conflicts of taxation would be minor and would concern 
equality of administration rather than legislative policy. Major con- 
flicts over tax policy arise primarily because persons are in different 
economic positions or geographical jurisdictions. Among the differences 
in economic position are differences in the volume of income received. 
in the source of income, and in the disposition of income. Perhaps the 
most important difference is that based on the volume of wealth or 
income. Much of the controversy over the amount and nature of goy- 
ernmental expenditures arises from differences in wealth or income 
while in the field of taxation proper the conflict is between regressive 
taxation and progressive taxation involving both forms of tax and 
rate structures. 

Differences in economic position due to the source of income may 
concern the ratio of income received to property owned. Thus a person 
may have income from property alone, from effort alone, or from var- 
ious proportions of property and effort. Differences are likewise present 
in the forms of property, especially between tangible and intangible 
property and also in the occupation and industry from which income is 
derived. Other differences concern the disposition of income between 
saving and spending, among various kinds of investments, and among 
various types of expenditures. All of these and other differences give 
rise to conflicts over tax policy. 

Geographical differences, that is, differences in the political jurisdic- 
tions in which people live, also give rise to conflicts of interest in taxa- 
tion. Responsibility for financing the activities of government is divided 
among some 175,000 jurisdictions. All persons living within any one 
political jurisdiction have some interests in common which conflict with 
the interests of persons in other jurisdictions. . 

Although no two people are likely to have the same economic and 
geographical position and interests except by accident, there are degrees 
of similarity and contrast. Since political power largely determines tax 
policies, persons with like interests tend to form groups for the more 
effective expression of their opinions. These groups have varying de- 
grees of effectiveness in dealing with the makers of tax policy but in 
general have a great advantage over persons not working through 
groups. Unity and conflict of interests on a geographical basis are 
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rmally recognized in the system of representative government. 

The spectacular nature of conflicting interests in taxation tends to 
hscure the existence of harmony of interests. Some harmonies are 
irect and obvious. For example, nearly every person prefers certainty 
in the amount of taxes that he must pay to uncertainty and confusion. 
Ne‘ irly everyone is benefited by low administrative costs of tax collec- 
tion and low compliance costs. Other harmonies underlie apparent con- 
licts or at any rate set limits to the conflicts. For example, a high pro- 
tective tariff on manufactured products might so destroy the foreign 
arkets of domestic farmers and diminish their purchasing power as to 
fiect adversely the markets of manufacturers, with the result that 

snufacturers would really be better off with lower tariffs. In this case 
there is an area of conflict between farmers and manufacturers, but be- 

nd a certain point the conflict may be replaced by harmony. The 
tus of one individual or group in the community may be improved as 
result of improving the status of others. 

Another fee of basic harmony is inherent in the concept of tax 
justice. Justice is a moral end or objective and its violation outrages the 
moral sense of people. Moreover, good will among various groups in 
SO. ociety is necessary to the effective functioning of economic organiza- 

1. Fl lagrant injustice in taxation destroys good will and leads to dis- 
intagonisms. Taxes imposed through the political power of one 
ight so destroy the good will of other groups that harm from 

ulting non-co-operation would more than wipe out the advantage. 
rderly society some superficial advantages that an individual or 

ight obtain by political force always must be sacrificed in or- 

here may be peaceful and orderly political, social, and eco- 

lations through which greater advantage for all may be secured. 

Another kind of harmony is based on the interests which the members 
fa group seek not each for himself but each for the whole group. Such 

ties or common interests usually arise when the group is in 

( confi t or in competition with other groups, and they tend to disappear 
in the ¢ — of such conflict or competition. For a nation as a whole 
xation is difficult to achieve even during time of war when 

tiona + inity in general is much greater than before or after the war. 

“Th treatises on taxation the emphasis has been on harmony, or per- 

sit would be more accurate to say that conflict in taxation has been 

ither + neglected or hidden from view and has not been given its share of 
. The reason for this relative emphasis on harmony may arise 

a natural desire to express common interests rather than conflict- 

rivate interests, to emphasize those things in which we are united 
ther than those things in which we are at odds with each other. 

Tax conflict does not necessarily take the form of a direct clash be- 
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tween groups although this sometimes occurs. It is more likely to take 
the form of one group’s demanding that its taxes be lowered or no: 
raised, as the case may be. It is often said by representatives of such 
group that they have no desire to increase the tax burdens of any. 
one else. This is no doubt commonly true, but it is inevitable, neverthe. 
less, that the burdens of others will be raised to the extent that the bur. 
dens of the particular group are lowered. This conclusion rests op 
simple arithmetic, but if it were appreciated fully there would be many 
less cases of especially favorable treatment in the tax laws. 

Frequently, in consideration of tax policy, it is necessary to contrast 
the “public interest” and some “private interest.”” What may be called 
the public interest falls into two categories. There is, of course, the 
common interest reflecting those interests which all members of the 
community have in common. The other category is the public interest 
which emerges from a welter of conflicting private interests; very 
roughly, we may say it is the private interests of the majority. Unfortv- 
nately what the tax laws signify as being the public interest is not al- 
ways the private interest of the majority, but often the interest of only 
a small minority who happen to have the political power to force ac- 
ceptance of their private self-interests as the public interest. 

Inertia and Policy “Lag.” Another factor which has an important 
bearing on the making of tax policy is that changes, especially radical 
changes, from the existing tax system must overcome the strong mo- 
mentum of existing institutions and the inertia against formally chang- 
ing those institutions. Ordinarily it is difficult to get a new provision 
into the law; while a provision tends to stay in the law unless some 
important group makes a sustained effort to secure its repeal. Likewise 
it is easier to prevent a provision from being adopted than it is to have 
it repealed. People’s minds are not flexible where taxes are concerned 
People like certainty and continuity. They do not want to spend any 
more of their time thinking about taxation than necessary. There is 
almost certain to be a considerable lag between the time a tax change 
is proposed and the time the public is prepared to adopt it. In general, 
it is probably true that the larger the body of people concerned, the 
greater this lag is likely to be. The mass movements which sometimes 
catch hold of public imagination and produce important changes cannot 
be created at will and are not likely to be repeated frequently. 


IV. Significance of the Policy-making Process 


It is thus a long route from the original idea arising from or developed 
by economic research and the final adoption of a tax program. Ucca- 


sionally, an idea will catch the people’s imagination or so appeal to 


their pocketbooks that the route is quickly traversed. Other ideas take 
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_ sometimes many years, to reach the goal of acceptance, and 
ill others never get there at all. 

The extent to which the effective use of taxation as an instrument 
of fiscal policy is affected by the policy-making process should be in 
some measure predictable. The economist by broadening the scope of 
his research can largely ascertain what competing considerations are 
likely to arise and seek to reduce the issues to a minimum. He can at 
least assure himself that the tax incidence or effects which he desires can 
be fitted into a program with an over-all effect that is in the public 
interest. The economist can develop those aspects of his work which 
point to harmony of interests and to the reduction of the area of con- 
Jict. He can quietly discard ideas which in their actual operation could 
sive not the results he desires but rather results that he would be the 
first to condemn. In other words, he can adapt his proposals for using 
taxation to support economic policy to the realities of the process of 
making tax policy. 

Two examples may be of interest in this connection. An ingenious 
and far-reaching proposal is that for a “flexible” system of taxes under 
which rates would be raised or lowered from time to time as the situa- 
| tion seemed to require. The fiscal advantage of increasing and decreas- 
ing tax rates according to economic needs and of relying on one form 
one time and on another form at another time would be very 
great indeed. The problem is to get legislative bodies and the taxpaying 
public to move with such agility as to keep abreast of the necessary 
changes. The designation of a small group to make the adjustment 
would be a very helpful step, although it would not eliminate the in- 
evitable political pressures that are now the chief stumbling block. 
There is at present little prospect, however, that Congress would grant 
to any administrative agency, or even to a committee of its own ap- 
pointment, the power to operate a flexible system of taxes. The deter- 
ination of tax rates has been perhaps the most universal prerogative 
of legislative bodies since the early struggles in England between the 
Parliam nt and the Crown. It is not likely that an English- speaking 
age lative body would even temporarily lend to others the exercise of 

is fundamental power. It certainly would not do so without a profound 

nviction of the necessity of the step; and that conviction does not now 
exist. For Congress itself to operate on the flexible basis would involve 

ious problems of getting Congressional attention and understanding 
as well as be the time lag during consideration of the proposal. Since 
there are differences in interest and competing considerations on which 
members of Congress would have different value judgments, the prfos- 
pects that flexibility can be made a practical reality are not bright at 
least for the near future. 
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It should be observed, moreover, that a substantial lag in the megs. 
ures taken under a flexible tax program might be more harmful thay 
no effort to use such a program, since the result of delay might be tha 
the intended measure would be put into effect at just the wrong time 

Another example concerns the application of tax measures to a¢- 
complish specific incentive results. In addition to difficulties, sych 
measures involve dangers that the tax incentive will become a special 
privilege yielding results far different from those intended. The self. 
interest of industry and subindustry groups would lead them to seek 
any special treatment which was offered to other industries, with the 
result, if past experience is any criterion, that political pressures might 
force the extension of the special treatment far beyond its usefyl 
bounds. Moreover, a tax incentive purposely creates a field of tax 
avoidance; this is the essence of the incentive. However, unless the 
field of avoidance is capable of being limited with great precision there 
may be other means of tax avoidance discovered in the normal course 
of business or worked out by clever tax practitioners which will lead 
not to the desired result but to some other result of no social value or 
even of social harm. It may be argued that the taxpayer’s interest in the 
broad results of the incentive will keep him from seeking such means 
of avoidance. This argument overlooks the fact that each taxpayer has 
his own narrow self-interest in saving taxes and that this may greatly 
transcend any small share he may have in the common interest which 
would be promoted by his doing what the incentive was designed to 
encourage him to do. 

At the present stage in tax policy determination the best chance 
of success would seem to be for measures with the qualities of sim- 
plicity, stability, and universality: simplicity so that the Congress and 
the public will understand what they are doing and be in position to 
support it intelligently; stability or continuity for the same reason and 
so that people may plan with some assurance and that the continued 
anticipation of tax pressures may thus have a chance to affect action; 
universality to avoid the turning of tax incentives into special privileges 
Devices that are intricate in character and call for frequent and well- 
timed adjustment may not be adapted to existing methods of formulat- 
ing tax policy. A very challenging opportunity presents itself, howe\ er 
in the prospective redesign of a tax system for the postwar period 
Thoughtful people everywhere agree that neither the prewar nor te 
wartime system of taxation will be acceptable for postwar conditions. 
Economic considerations are almost certain to play a large part in any 
changes that are made. The economic considerations which many a 
seeing economists would like to see given major weight may not be 
the ones which will dominate postwar tax revisions. The conflict o! 


tax p 
its di 


provi 
struc 
chan; 
trato 


aDOL 


| 
| will 
tne 
| in g0 
| cat 
\ 
\] 
| Re 
| 
| 
ret 
intel 
PPT) 
| 
hi 
res 
‘ | 
} 
4 
| 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 19 


interests is too important for us to assume lightly that what economists 
will consider the public interest will necessarily be served. Nevertheless 
‘he volume of economic research related to taxes which is going on 
‘n governmental and private circles augurs well for a more careful con- 
;ideration of and greater emphasis on economic effects in future tax 
revisions than in the past. 


\. Lines of Possible Improvement in Tax Policy Formulation 


Although the outlook for the application of economic research to 
tax policy along certain lines is thus by no means dark, it is not without 
its discouraging aspects. There are several lines of approach for im- 
proving the situation. Some of these are in the direction of changes in 
structure or procedure in the executive and legislative branches. Such 
changes would require a long period of study by competent adminis- 
trators and political scientists and accordingly no suggestions are made 
in this paper. 

There may be action in other directions which, over a period of time, 
might result in improvement in the formulation of tax policy. 

Reference has already been made to the great need for improving 
the body of basic facts and basic analyses concerning the effects of 
taxation on the economy. Although they do not take the place of policy 
determination, these facts and analyses are necessary if policy is to be 
intelligently formed. In at least some important sectors of the tax 
field policy recommendations have outrun basic knowledge. In these 
sectors an ounce of fact is worth a bushel of opinions and recommenda- 
tions in the formulation of tax policy. A tentative suggestion—and 
I recognize the point to be a delicate one—is that in the long run tax 
policy would be improved if students of taxation were in less of a hurry 
tomake policy recommendations. The pressures to make recommenda- 
tions are very great, even for those who have a strong desire and firm 
intention to study the economic operations and effects of taxes and to 
keep away from the policy level. The pressures arise from within as 


one sees apparently great evils that cry for correction. They arise from 
without because facts and analyses have little attraction for one’s em- 
ployers or the public or for policy makers who are themselves in a 


hurry and often cannot take the time to master facts or study analyses. 
Moreover, when policies must be made it is desirable to use the best 
available knowledge and opinion even though they are inadequate. 
Even so, a case can be made that if a specialization of effort were 
achieved under which able and nonpolitical scholars with a practical 
bent and an interest in taxation, whether in the universities, in endowed 
research organizations, or in the government, could forget for a while 
about what ought to be done and concentrate only on the facts and their 
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interrelations, there would gradually be developed a body of basic ma- sight 
terial that would command increasing confidence and make possible ) 
more intelligent consideration by policy makers of the conflicting a tax 
interests and competing considerations which they must resolve. _ have 

Along with this research should go a more widespread public dis. socla 
semination of tax information. There seems to be a firm belief by the contr 
people that they will never be able to understand taxes. Moreover, their toa 
problem is not clarified by the many conflicting programs which are 
pressed upon them, and the frequent wide divergence of opinions amone 
economists has not helped the situation. ; 

Fortunately, not everyone has to be fully informed. We are an or. 
ganized people and rely largely on the leaders of our organizations. tha 
These leaders should absorb as much as possible of the type of infor. contr 
mation which will be forthcoming from economic research in taxation, teres' 


cepte 


Education of this kind will be helpful in distinguishing long-run jp- belie 
terest from short-run interest and in recognizing private self-interest tion ¢ 
which poses as public interest. Such education is necessary also to lead mon\ 
to the broader harmony which underlies much of tax conflict and more 


which, if promoted, may lead to unity rather than divergence of differ- cially 
ent groups. ticab 

It is suggested that the encouragement of research and the education valua 
of the leaders of the community calls for the establishment of a journal 
of public finance. There is no journal devoted to the field of public 
finance and that field exclusively. Such a journal could make available 
to the public in relatively nontechnical form the results of research in 
taxation economics. Such a journal could also cut across the boundary 
lines between economics, political science, law, and administration. 
Most tax matters naturally cut across these lines. 

It is believed that such a journal should reduce to a minimum policy 
recommendations. Great care would have to be taken to see that it did 
not become a forum for special interests to urge policies which they de- 
sired. Perhaps holding down the policy aspects would make the journal 
less interesting, but it is believed it would make it more useful. 

With taxation and other aspects of public finance occupying the 
places they do today in American economic life, there should be a sub- 
stantial market for such a journal. Moreover, for the experimental 
period it should be possible to find individuals or foundations who would 
not insist on a quick result for their money and who would not seek to 
use the journal to sponsor their favorite ideas. 

There may be other better ways of achieving greater knowledge of the 
effects of taxation and greater dissemination of this knowledge. Cer- 
tainly some changes are needed. The most disquieting aspect of taxation 
is the dominating role of conflicting interests based too often on short: 
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jghtedness and ignorance. Conflict is inevitable and should be ac- 
cepted as a necessary and desirable part of the process of arriving at 
, tax policy which will be in the public interest. Nevertheless, conflicts 
have disturbing implications for our society. When conflicts disrupt the 
social and economic structure, society is likely to create artificially 


ntrolling forces and institutions and these may be very dangerous 


to a democratic way of life. Where the economic importance of taxation 
is as great as it has become, tax conflicts may cause tax policy to de- 
senerate into a collection of myriad provisions conferring special privi- 
leges on numerous minority interests. 

The areas of harmony in taxation are almost certainly much greater 
than appears on casual examination. The principles of tax justice have 
contributed much of value by their emphasis on the general public in- 
terest in a just and fair distribution of tax burden. There is reason to 
believe that many of the recently developed ideas of economic promo- 
(ion and control through taxation will likewise extend the area of har- 
mony and thus limit the area of conflict. Additional study to locate 
more clearly these areas and a wide dissemination of the results, espe- 
cially to the groups engaged in the conflict, may well be the most prac- 
ticable steps that can be taken to advance tax policy, and the most 
valuable ones from the long-run interest of the public. 
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DISCUSSION 


WiLi1AM ANDERSON: Dr. Blough says that economists used to look upon 
taxation as a stepchild, a sort of annoyance that somehow did not fit properly 
into a text on economics. Still it had to be dealt with because, after all. there 
is taxation, and it upsets all neat attempts to determine economic costs and ty 
calculate the distribution of wealth. This disturbing nuisance has the further 
demerit of being something legally compulsory, something that refuses tp 
go up and down like costs and prices in the free give and take of the market 

But if economists underestimated the importance of taxation for one se 
of reasons, political scientists in the United States have almost wholly ignored 
it. In their general courses they have dealt with constitutional law, gover. 
mental organization, political parties, governmental procedures and adminis. 
tration, and have almost entirely ignored the means by which government 
operates. Most of them have thought of taxation as primarily an economic 
question. This was a rather natural conclusion in view of the fact that 
when economics and political science separated out from moral philosophy 
into distinct and separate subjects, taxation usually fell to the economists 
to worry about. 

Thus it happens that the subject, although not entirely neglected, has fallen 
to a group of peripheral, if not marginal, scholars. Finding insufficient sym- 
pathy for their studies in taxation among political scientists and economisis 
they got what comfort they could by associating with tax administrators, 
tax commissioners, and other varieties of that reprehensible species of men 
called “politicians” and “public administrators.” Through such organiza- 
tions as the National Tax Association and State Tax Conferences thes 
unevenly matched forces met to bemoan the perversities of legislators who 
clung to the outworn property tax and the equally benighted activities o/ 
elected assessors who made bad laws worse by their archaic methods of ad- 
ministration. Sometimes in more hopeful mood, the scholars in taxation 
and the administrators drew up model tax systems, and hoped that some- 
body would do something about them. All things considered it was an 
unhappy scene and one that was not relieved by the rise of associations oi 
taxpayers whose sole object was to cut the tax bill. 

Of course one difficulty in the field resulted from the splitting of public 
finance into several parts for separate treatment. While taxation fell mainly 
to a group of scholars in economics, budget making was taken up by stu- 
dents of political science and public administration, tax assessment and 
collection and treasury management received little attention anywhere, 
and fiscal policy was dealt with by a separate group in economics. 

When Dr. Blough began his paper on this note of the general neglec! 
of taxation, I expected him to follow through with some pungent comments 
on the shortsightedness of economists and on the almost poetic nature of the 
revenge that modern taxation has taken upon them for this early neglect. 
Instead of this he proceeded to give a thorough analysis of the moder 
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srohlem of tax policy and an equally careful examination of the conditions 
under which tax policy is formed. 


" fnd myself in substantial agreement with most of what he said, and 
| must indeed express my admiration for the thorough way in which he 
has presented the subject. Much might be said in discussion of the sub- 


ance of his paper, but time will not permit it to be said here. Only a few 
comments are in order. 
The first significant fact is that the stone that was practically rejected by 
builders has become almost, if not in full fact, the head of the corner. 
which was once a sort of minor annoyance, has now become a major 
tor in the distribution of wealth and a major instrument of governmental 
Political scientists, as well as economists, now neglect the subject 
at their own peril. 
It remains now to be seen whether both economics and political science are 
ng to rush in to claim the once neglected child as their own or whether they 
can work out together some joint method to bring it up in the way that it 
should go. The whole field of public finance presents economists and political 
ientists with one of the best opportunities for fruitful collaboration in 


With this in mind I am impelled to make this further comment on Dr. 
Blough’s paper. Throughout it there runs an assumption that economics and 
wlitics are two entirely different things; thus economic purposes and political 
purposes are set down as being different and opposed. Indeed some purposes 

designated as “purely political.” This I do not understand. The effects of 
axation are also designated as economic, as distinguished from political. 
Indeed tax policy is somehow assumed to be different from economic policy. 
[his reasoning, it seems to me, is open to objection, as presenting an unreal 
ppositi dichotomy. 

he several dichotomies presented do not exist in fact. Such a thing as 
pure politics (even in the derogatory sense in which the word is sometimes 

| meaning, really, impure politics) cannot be found. Economics is a 
thod and a point of view for the examination of social phenomena. Politics 

r political science is a somewhat different method or point of view. But the 
phenomena studied are all social phenomena. Public policy and public activi- 
ties, as well as business activities, are something general that can be ex- 
amined from various points of view, such as the economic, the political, the 
religious, or the psychological, for example. But the fact that the disciplines 
that study these phenomena are distinctive, and that they take different 
points of view, does not in fact make the phenomena different or separate. 

In assuming this opposition or separation between economics and politics, 
Dr. Blough seems to have in mind something like the difference suggested 
y John N. Keynes (the elder). In his work on The Scope and Method of 
Political Economy, Mr. Keynes defined political economy as a social science 
as distinguished from a political science. Somehow social phenomena are sup- 
posed to take place under conditions of free choice and free contract, whereas 
0 political matters there is the element called “coercion” or “authority.” 
lessor P. Sargent Florence in his work on The Statistical Method in 
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Economics and Political Science speaks of economic activities as being jp, 
pelled and political activities as being compelled. Here the distinction seems 
to be much the same. Now the fact of the matter is that much of the wor 
of government is not that of coercing or compelling people to do things, py 
is rather that of persuading and educating them to certain lines of action 
and even of serving them in a multitude of noncoercive ways. On the othe; 
hand in the realm of business where free contract and free choice are Sup- 
posed to prevail, there are also many cases of actual compulsion or coercion, 

But whatever can be said of this distinction between economics and politics 
in general, in the field of taxation the distinction does not exist at all. Taxa. 
tion is by definition a coercive power of government, and economists should 
deal with it as it is. But while taxation is in the legal sense compulsory. in 
fact most people pay their taxes without any coercion whatever. Thus we are 
brought back to the fact that taxation as such must be studied from both the 
coercive and noncoercive viewpoints, and indeed from various other angles 
and vantage points as well. It is the almost perfect example of a subiect 
that needs to be dealt with jointly by economists and political scientists, 


Lut 4 


WaLTER S. SALANT: From the impassive tone and objectivity of Mr, 
Blough’s paper you would not have suspected, I am sure, that you were 
listening to the “Voice of Experience.’’ Mr. Blough has held the hands of the 
Ways and Means Committee and the Senate Finance Committee all through 
the Revenue Acts of 1941 and 1942, the Current Tax Payment Act of 1943, 
and the revenue bill now being considered. A man who has held the Con- 
mittee’s hands in the past few years, even if sometimes firmly in self-defense, 
and who can still do as much justice to the question of the constitutionality 
of a proposal as he does to the questions of conflicting interests or political 
considerations is a man indeed. 

Yet I think I detect some scars of battle—perhaps a nostalgia for the quiet 
calm of pure research—in the suggestion that tax policy might be improved 
in the long run if students of taxation were in less of a hurry to make recon 
mendations. I am of the opinion that economists can and should make their 
views known where there is substantial agreement among them and that they pro] 
should do so in an organized and vigorous, in fact vociferous, way—of course time 
confining themselves to the field within which they are competent to speak 
And they ought to make efforts among themselves to analyze public economic 
questions down to the point at which they can say, “Here we agree; here we 
agree to disagree; and here we have insufficient information to be certain.” 

The first thing that the economist can do is to make sure that the broad 
background of facts is well known. This point may appear so obvious as not 
to be worth mentioning, but its force cannot really be appreciated until one 
finds out by hard experience that many of the people concerned with legisla 
tion have not the wildest idea of relative economic magnitudes. 

You will remember that in the discussions in the late thirties of busines 
recovery it was generally taken for granted that private business capital &- 
penditures had not recovered and that business was on the whole unprofitable. 
How many legislators, with eyes firmly fixed on statistics of security issues 
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; im. knew that manufacturing and mining capital expenditures in 1937 were about 
high as they were in 1928? How many knew that during the twenties busi- 
work ness capital expenditures constituted only about half of total private capital 
but expenditures and that the lag in the recovery of private capital expenditures in 
ction 1936 and 1937 lay not in the fields covered by the term general business but in 
sther she fields of residential and commercial construction, public utilities and state 


Sup- and local construction? How many legislators knew that corporate profits in 
cion. manufacturing, mining, and trade in 1936 and 1937 were not far from the 
litics ievels of the middle twenties in dollars, despite the fact that prices were lower 
‘axa- in 1936 and 1937? How many knew that the failure of profits to recover to 
ould the levels of the middle twenties was highly concentrated in the field of finance, 
y, in -ailroads, and service industries and did not characterize “business in general.” 
> a Many recent examples are provided by the controversies over price control. 
1 the the Master of the National Grange testified that farm labor costs, which 
ngles have risen sharply, constitute one-third of farming costs, who on the Senate 
biect ‘ymmittee questioned him to give details or asked what the relation of total 


+ costs to gross farm income was? The fact is that in 1943 hired farm 
sts totaled 2 billion dollars, total farming costs 10 billions, and gross 
me 23 billions. 
analytical level as well, economists can agree on a sufficient number 
to speak their minds. Consider the matter of conflicts of interest. 
apparent conflicts of interest are exaggerated, and the economist has a 
make that clear. For example, if a given amount of taxes is to be raised 
iod of unemployment, it is not, speaking generally, to the interest of 
people in high tax brackets that this money should be raised from people in 
w brackets, because the secondary effects of so raising it upon the total level 
‘income are injurious to the high income receivers as well as the low income 
Or, to put it more generally, the fights over taxation are usually 
) be concerned with distribution of a fixed product. It must be made 
this assumption is not justified; taxation affects the size of the 


iit 


ler another example. Senator Tydings and Congressman Disney have 
roposed a constitutional amendment which would provide that, except in 
time of war, Congress could not appropriate funds by less than a three-fifths 
n y from each house, unless at the same time levying taxes sufficient to 
the appropriation. Certainly economists will agree by this time that 
h a proposal has not the slightest basis in economics. Why make the relation 
the additional expenditure and the additional taxation a 1 to 1 ratio? 
So far as economic rationality is concerned, why not a ratio of 1 to 2, 1 to 5, or 
| to one-tenth? 

n where there is no agreement among economists as to what the results 
‘a particular measure would be, that fact is itself important. If the area of 
eement and the areas of disagreement or uncertainty are made clear, atten- 
tion can perhaps be focused on the questions that still remain unanswered. 

\n example is provided by one of the questions that will occupy an-im- 
portant place in discussions of postwar tax policy; namely, remission of taxa- 
tion as an incentive to capital expenditures. Economists can certainly agree 
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that a mere reduction of tax rates which is not conditional on the making »; 
capital expenditures would be a far less effective stimulus than one which is 
conditional upon such spending. If a corporation will get the benefit of jowe, 
tax rates whether it makes the expenditure or not, it clearly has no special 
incentive to make it. A policy of remitting taxes without attaching condition; 
would not be a policy of incentive but merely one of hope. Similarly it shoyj 
be more generally understood that while corporate taxation reduces the net 
return from a successful capital expenditure, it likewise reduces the net cost 9; 
the outlay to the corporation. It is, in fact, far from clear what net effect the 
high level of tax rates has upon capital expenditures. 

[ suspect that when we examine the magnitudes of the postwar employmen: 
problem we will come to the conclusion that far too much importance is being 
attached to tax remission and that it will contribute little to the maintenance 
of high levels of activity. I do not imply that the matter does not deserve at. 
tention. On the contrary, so long as there is any chance that it will help— 
even a little bit—we must give it attention, because the economy is going to 
need every stimulus it can get. 

Rather my point is that economists should not let the public be fooled int 
believing that tax remissions are sure to do much good, much less into beliey- 
ing that if we set up such a system of tax “incentives” the employment prob- 
lem will take care of itself. I feel certain that the contribution that we can 
expect from any seriously considered system of incentives is small in relation t 
the magnitude of our postwar employment problem. In fact, even if we have 
a federal budget of double the prewar level and, in addition, if we stop collect- 
ing federal taxes altogether, we might very well still have millions unemployed 

I do not delude myself with the idea that economists can exert a decisive 
influence over the course of policy or, for that matter, that they should. But in 
my opinion they can exert considerable influence and should seek to do s 
Even though legislators may not be motivated very much by economic argu- 
ments, they certainly use them, if only to furnish a front of respectability in 
public discussion. This is well illustrated in the current discussion over the 
subsidy issue where it is argued, for example, that the holding down of prices 
is inflationary. This and other arguments are dressed up in the language o/ 
economics and thereby impress some laymen. If the economist can do nothing 
else, he can at least expose the false front and, by eliminating the respectability 
that this front gives to arguments that are motivated by other reasons, he can 
force the real reasons into the open. 


\t 
| mor 
Dur 
Duri 
vate 
! onl 
| 
| fin 
| | 
| 
| nt 
| 
| erie 
st 
raise 
| 
| 
| 


REVISING THE POSTWAR FEDERAL TAX SYSTEM’ 


By Haroip M. Groves 
University of Wisconsin 


At the close of present hostilities, the objectives of taxation will be 
re complex and more ambitious than they were after the last war. 
During the thirties we began the practice of viewing most specific 
measures to ascertain their over-all economic effects. This was 
not new, perhaps, except in degree, but the change in degree was 
revolutionary. At least this was the case with taxation, which was ele- 
vated from a mere government “meal ticket” to an instrument of grand 
mic strategy. Even though conditions after the war may not re- 
those of the thirties, taxation is likely to retain its new sphere 
f interest. Intense concern for employment opportunity has been main- 
tained during the prosperous forties, when, in spite of manpower short- 
apprehension has continued as to how and where men employed 
med forces and in the war industries would find jobs after the 
ir. From now on, each component of the tax system is likely to be 
led before the bar of public opinion and asked the question: “Do 
you seriously impede enterprise, employment, and production?” If the 
answer is affirmative, and if there are alternatives that do not offend 
in this manner, the tax will probably be selected for discard. 

In emphasizing the new broader interests in taxation, the older and 
ually important objectives should not be neglected. Certainly no one 
n or should be allowed to forget, after this war, that one of the tests 
fa good tax system is its adequacy of yield. In this connection we 
id recall the ten years of federal deficits preceding the war and 
the new responsibilities growing out of our recent international ex- 
periences. The interest in fairness or equity or less inequality in the 
listribution of income also continues to be a very lively one. The war 
raised sharply the issue of whether there should not be an income 
eilling, and, while the proponents of this idea were not successful even 
n wartime, it is not likely that the suggestion will be forgotten. 

Most people are agreed that the tax system will have an important 
bearing on our postwar national income. They differ radically, however, 
sto what kind of a system might be conducive to high levels of em- 
ployment. Some hold that an inadequately distributed purchasing power 
ind a tendency toward oversaving are the limiting factors in produc- 
tion. They usually conclude that if the taxes on large individual in- 
mes, inheritances, and corporate savings could be kept or pushed 


f this paper are a condensation of a forthcoming report for the Committee for 
Development, to be published in 1944 by the McGraw-Hill Book Company. 
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high enough, the consumption to sustain large output would readily 
be forthcoming. On this theory, taxation should be used to create a large 
redistribution of wealth and income. Others take the view that the 
incentives to invest, to risk, and to expand are the limiting factors jy 
national income and full employment. On this theory, the economy js 
threatened by taxes which attack these incentives. 

It is perhaps possible to hold a middle ground between these ty» 
viewpoints. Certainly we shall need a postwar market for consumers 
goods much larger than that which has hitherto prevailed. This renders 
suspect taxes which impinge heavily upon the propensity or ability to 
consume. On the other hand, our experience during the thirties jndi- 
cates that solicitude for the market for consumers goods is not enough: 
we must have a lively interest and a substantial outlay in new invest. 
ment and new enterprise. Taxation must not destroy the interest of in- 
vestors and entrepreneurs in projects that look to the future. 

During recent years much has been heard about incentive taxation, 
This term is used to describe a variety of ideas and proposals, most 
of which call for preferred treatment of business income or for rewards 
and penalties deemed appropriate to stimulate output. Many of these 
ideas and proposals developed from the hard experiences of the thirties 
—a period characterized by a keen sense of insecurity and a great 
(sometimes almost pathological) tax-consciousness. These proposals 
sought to solve the economic problem through the tax mechanism. Taxes 
on idle capacity and hoarding were recommended to replace those on 
production and investment. Tax concessions for “giving employment” 
—that is, taking on an extra man—were proposed and one such scheme 
was tried out unsuccessfully in Germany. Of course, it is quite one thing 
to set up a tax system that will conserve the initiative generated by the 
economic system and another to devise a scheme of levies which will 
itself generate initiative. The right kind of an economy, with the right 
kind and degree of governmental policing, should provide its own in- 
centives. If it does not do so, something in the mechanism is out of gear 
and the proper procedure is to find the cause of the trouble and correct 
it. Moreover, it is doubtful if taxes on idle money and capacity can take 
the place of the business confidence that normally keeps the economy 
dynamic. Very probably the best form of “incentive taxation” is 4 
sensible and well-balanced tax system.’ 

Modifications in federal taxation to meet postwar needs should work 
toward a system without duplication of taxes, moderate as to degree, 
universal in application, and free from special privileges. The empha- 
sis should be placed on a direct personal tax to be measured by all in- 
come and to be paid by a large majority of American families. 

Here 


* This expresses No Oppos sition to experience rating in unemployment compensation 
the attempt is made to reduce or wisely distribute a specific cost of production. 
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Approaching the problem of needed modifications in postwar taxa- 
“jon more specifically, one may give first attention to the heavy business 
taxes that have come to feature our system. The heaviest and most 
productive of these taxes at the present time is the excess profits tax. 
Concerning the justifications of this tax under the extraordinary condi- 
‘ions that prevail during a total war, nothing need be said. The peace- 


time application of the tax is our present concern. It may be argued 
the excessive earnings of monopolistic business. But no means exist 
for distinguishing earnings that are the result of monopoly from those 
which are the rewards of superior efficiency and successful risk-taking. 
It will be far more important, after the war, to prevent monopoly and 
the restriction of output that usually attends it than to recover for gov- 
ernment a share in the booty. Prevention in this case is not a task for 
the taxing power but one for the police power. Everyone knows that the 
excess profits tax sets a new high in complication, administrative dif- 
ficulty, and compliance cost. In reformulating the postwar tax system, 


the excess profits tax should be eliminated. 

The declared-value excess profits tax, still hanging over from the 
Industrial Recovery Act of prewar days, warrants and has even fewer 
friends than the war excess profits tax and should certainly not survive 


the latter 

The postwar business tax problem of greatest importance concerns 
the corporate income tax. Historically, the corporate and personal 
income taxes were designed as an integrated system. This accounts for 
the origin of the so-called “normal” tax, which was set at the same level 
as the levy on corporations. Dividends were. exempt from the normal 
tax and thus double taxation was avoided. Gradually, in the early 
twenties, the two taxes parted company; their rates moved in opposite 
directions, and the corporate rate grew until it was several times that 
of the normal tax. To make the divorce complete, dividends, in 1936, 
were made subject to the normal tax. What had once amounted to a 
withholding levy had now become a full-fledged business tax. 

In its incidence and effects, the prewar business tax system left much 
to be desired. While one should not make very positive assertions about 
the incidence of any tax—and certainly not about that of the corporate 
income tax—it can be said with assurance that the tax cannot rest with 
the corporation. It is not possible for inanimate objects or inanimate 
creatures of the law to bear taxes. There are reports about horses being 
on public pay rolls and dogs inheriting fortunes. But there are no such 
stories about corporations paying taxes because, in the last analysis, this 
cannot happen. The taxes come out of somebody with whom the cor- 
poration does business; it might be the stockholder, it might be the 
customer, it might be the wage earner. The consensus of theoreticians 
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and businessmen holds that most of the tax is ultimately paid by the 
stockholder, but there is an important minority who insist that a cor. 
porate income tax is but a “sales tax in disguise” and is borne by the 
consumer. The occasion is not propitious for a discussion of incidence 
theory, but it is in order to observe that the tax does not make much 
sense, whatever view is accepted. If the burden is on the stockholder. 
it means doubling up with the personal tax; and if the burden is on the 
consumer, it means a haphazard kind of consumption tax. If what js 
desired in a business tax is a levy that can surely be passed on to the 
consumer, a tax based on gross income or “value added” would serve 
better than a net income tax. Best of all in this respect would be a 
retail sales tax. But why pick on the consumer? 

As to the effects of the corporate tax: First, it discriminates between 
stock and bond financing and encourages debt. With a 40 per cent 
corporate tax, every dollar earned for the bondholder is worth a dollar, 
but every dollar earned for the stockholder is worth only sixty cents, 
Bond financing may have a proper place in business financing though 
many are skeptical about this, for one reason because long-run dollar 
contracts involve speculation on the purchasing power of money. More 
important still is the fact that bond financing involves a high fixed 
charge which constitutes an element of insecurity for business. At least 
one can say that there is certainly no good reason why the tax system 
should favor bond financing. The SEC and state utility commissions 
constantly discourage bond financing but they are contradicted by a 
tax system that has exactly opposite bias. 

The double tax on profits is bad for incentives. It is true that profits 
are often concentrated in the upper brackets of income. Here they take 
the brunt of the progressive scale of the personal tax. This may be 
justified in the interest of reduced inequality, but what justification can 
there be for a double tax in addition? 

Corporate taxes are at best a crude way of collecting from individ- 
uals. They make no distinction between the poor widow, whose small 
dividends constitute her only pittance, and the affluent millionaire | 
stockholder, who could live excellently on 1 per cent of his receipts. 

The author is familiar with the contention that corporations receive 
governmental benefits and privileges for which they should pay and that 
it is unrealistic to identify these entities with their stockholders. This 
approach to the problem of business taxation seems of far less jmpor- 
tance than the analysis of incidence and effects. The benefits of gov- 
ernment are not apportionable with any degree of precision. Who knows 
what his pro rata skare of the benefits from a battleship may be? How 
can these benefits be apportioned among corporations or between them 
and their customers and wage earners? Moreover, it is not at all clear 
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‘hat we should distribute federal taxes according to benefits even if we 
-ould. In the last analysis, all taxes come out of the income or capital 
actual or potential) of individuals. Will division among individuals 
be more equitable or otherwise more desirable because business taxes 
are levied? This is the important question, and, in searching for the 
answer, one gets little guidance from any consideration of benefits. 

It is contended that to treat a corporation like an association of 
stockholders ignors the corporate entity and is unrealistic in our modern 
era. This issue had better be decided by a comparison of the incidence 
ind effects of the alternative procedures. As previously suggested, the 
incidence and effects attending the separate-entity treatment are such as 
to make it vulnerable to attack. The association-of-stockholders treat- 
ment rests on the same solid foundation as the personal income tax. 

Corporations do receive a special privilege in the grant of the right 
to operate as limited liability associations, and this is the basis of many 
franchise taxes which confuse and complicate the tax systems of many 
units of government. Under modern general incorporation laws, how- 

, this privilege is available for the asking. If competition were effec- 
tive, the value of this privilege would be reduced to zero. It is true that 
competition is not that efficient, but corporate taxes make no pre- 
tense of measuring the results of monopolistic practices. That there is 
some value to the privilege of incorporation may be conceded, but what 
this value may be in any given case is entirely a matter of guesswork. 
Moreover, the states, not the federal government, grant most cor- 
porations their franchises. 

The conclusion might seem to be that the corporate tax, like the excess 
profits tax, adds nothing of value to the tax system and had better be 
liscarded. However, we have yet to reckon with undistributed profits. 
The corporation can be used as a savings bank for private individuals. 
It almost inevitably is used as a means through which a large part of 
the flow of income reaches individuals, if at all, many years after it is 
earned. This is not to say that corporate reinvestment is a bad means of 
corporate expansion. On the contrary, it is one of the most economical 
means by which corporations—particularly small corporations—get the 
sinews of growth. But a personal tax system that ignores reinvested 
corporate earnings is omitting from its base a large part of what the 
nation earns and saves. Either the personal tax system will be extended 
to reach this income or we shall continue to have independent corporate 
(axes, 

An undistributed profits tax was tried in 1936 but it proved so un- 
popular that it lasted only three years. This “noble experiment” was ill- 
conceived and ill-executed from almost any point of view. Particularly 
resented were the facts that the tax doubled and redoubled existing 
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taxes, that it exerted very strong pressure to declare all earnings oy 
as dividends, and that its impact was especially hard on small com. 
panies who rely heavily on earnings for new equity capital. 

One solution of the problem—and one that has a great deal to recom. 
mend it—is that of treating corporations like partnerships and assessing 
individual stockholders on their pro rata shares of corporate earnings. 
whether or not distributed. This procedure would, in my judgment. 
be a big improvement over either our present double-decker system or 
the undistributed profits tax of 1936. 

But there are important objections to the proposal, of which we may 
mention and briefly discuss two. The first is that income in the hands 
of the corporation is not available to the stockholder for taxes or for 
any other purpose. Of course, the stockholder does acquire economic 
power when the corporation earns money. But the power is not in 
available form. By long-standing custom, the corporation is regarded 
as one entity and the stockholders as another, and, while the two are 
closely related, they are certainly not one and the same. 

Some students have attempted to solve the problem presented above 
by allowing or requiring corporations to issue taxable securities to 
cover pro rata shares of undistributed earnings. But even if the legal 
question here involved be waived, the proposal presents no simple solu- 
tion. Its purpose is to permit the stockholder to realize cash (by the 
sale of his new security), or to increase his equity in the company 
(meeting his tax from other resources), at his option. Some weight 
should be given to the objection that “capital structures of corpora- 
tions should not be controlled by tax avoidance considerations.” But 
more important are the mechanical and valuation problems involved. 
For instance, how would it be possible to capitalize small reinvestments 
and make proper allotment to small stockholders? How treat the case of 
the corporation that has current income to reinvest but has an ac- 
cumulated deficit from past operations? Should the value of securities 
accepted for tax purposes be the proportionate share of earnings pres- 
ently added to surplus or the market value of stocks distributed? The 
last word on the paper distribution of reinvested earnings has not been 
written, but, until better techniques are available, it must be concluded 
that the use of this device does not provide an adequate solution 0! 
the problems of “partnership procedure.” 

The second difficulty with the pro rata share method is that it 
would be troublesome to administer, especially in the case of large com 
panies. To trace earnings among many types of securities and through 
several layers of holding companies, as would be necessary in some 
instances, would be a fairly involved process. Actually, under modern 
corporation law the right of the stockholder to a fixed place in the 
capital structure of the corporation is not absolute, and a pattern 0! 
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vpothetical distribution, now announced, might later not be followed. 
¥ in corporate income by audit would mean changing the in- 
; of thousands, and, in some cases, hundreds of thousands, 
lders all over the country. 
the pro rata share solution were accepted, it would probably be 
desirable to confine it to small corporations and to tax the large ones 
» undistributed profits. (It must not be forgotten that of four to five 
ousand corporations, only a few thousand are large institu- 
long lists of stockholders scattered all over the country. For 
smaller companies, the partnership method would present no great 
dministrative or other difficulties.) But a revival of an undistributed 
as such would be about as popular as a revival of prohibition. 
eless, the partnership method has substantial merit: it is the 
t, simple, straightforward means of integrating corporate and 
| incomes for taxation purposes. It should be seriously con- 
a prospective solution of a difficult problem in postwar revi- 
tax system. 
r proposal for dealing with undistributed income without a 
x is to rely on the taxation of capital gains under the per- 
e tax to reach such receipts. 
present, undistributed profits are taxed once to the corporation 
igh the general corporate income tax and once to the stockholder 
through the personal tax when capital gains are realized. However, 
the personal tax does not apply fully to capital gains. To make the 
tal gains tax fully effective, the following changes wou'd be re- 
quired: ceiling rate and other special rate provisions would have to be 
removed; limitations on deductions of capital losses would have to be 
ted | gains and losses on transfer by gift and at the death of the 
would have to be made taxable. Were the corporate tax re- 
‘rom the picture and were capital gains made fully taxable, 
undistributed earnings would eventually be subject to the personal 
ompletely and to it only. 
proposal makes a large concession to reinvested earnings 
h the delay involved in applying the tax system to such receipts. 
ere is no big difference between receiving a $100 check and investing 
tin corporation stock, on the one hand, and having the corporation 
s one’s agent, on the other. It is undoubtedly impossible to 
treat accrued economic power on a par with that which is “realized,” 
he difference should be minimized rather than magnified. Moreover, 
tion of capital gains has proved one of the most difficult, con- 
and unsatisfactory experiences in American income ‘tax 
| to throw the whole issue of undistributed earnings into this 
isxet would probably mean confusion worse confounded. 
posal involving less deviation from present methods, and one 
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that will probably be more acceptable in the postwar era, is to follow 
the lead of the British and use the corporate tax as a withholding levy 
on dividends distributed out of current earnings and an advance pay. 
ment on reinvested earnings. The corporate tax rate would correspond 
to the standard or an intermediate rate applied to individuals. The 
stockholder would be credited in full for the tax paid by the corpora. 
tion and might be entitled to a refund for overpayment. The corpora. 
tion would pay the same tax on reinvested as on distributed earnings. 
and, in the former case, the credit to the stockholder would be made 
at the time of a subsequent distribution or when the stockholder realized 
a capital gain.’ Thus corporations would continue to pay a business 
tax in form and these business entities would continue to serve as ac- 
counting and collection agents for the government. But there would 
be no duplication of taxes. Reinvested earnings would be held for some 
current tax accountability but there would be no pressure from the 
tax system against the retention of earnings. 

More specifically, this proposed combination of withholding and ad- 
vance payment on retained income would operate as follows: Assume 
that the low-bracket personal tax rate is 20 per cent. Corporation A 
earns one million dollars in a given year, its income being reckoned as 
at present. On this it pays a tax of $200,000. Half of its remaining in- 
come is distributed and on this the corporation levy is treated in all 
respects like a withholding tax; no further obligations are due unless 
taxpayers are in the higher brackets of income and have surtaxes to 
pay. In the case of taxpayers with low incomes and many dependents, 
refunds may be due. For purposes of calculating the base of the per- 
sonal tax, the withheld tax on dividends is added to the dividends re- 
ceived. On the $400,000 retained by the corporation, the tax is paid in 
advance of distribution and the credit does not apply until the dis- 
tribution occurs (through delayed dividends or capital gains realized 
by sale, gift, or death transfer of securities). 

The above system is far from perfect as an integration device and it 
involves plenty of administrative difficulties of its own, particularly in 
crediting the withheld tax in case of delayed dividends and realized 
capital gains. The problem to be solved here is one of the toughest in 
the tax system and there are no simple and easy solutions. The with- 
holding-advance-payment system seems as fair and otherwise desirable 
a compromise of the interests involved as is likely to be achieved. 

The corporate tax has been very productive of revenue, but an inte- 
gration of corporate and personal taxes would not leave an insuperable 
replacement problem. It would collect a considerable sum from cor- 
porations themselves and would add to the base of the individual tax 


* As to the capital gain, this is a suggested departure from the British practice 


previ 
enins 


TI 


| 
| mi 
be I 
| sim 
| 
| 
| 
| tha 

| 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 


»rough a substantial increase in dividends. There are precedents for 
«ch procedure both in British practice and, to some degree, in earlier 
rican practice. To avoid precipitous adjustments, the change could 
e in two or more steps. 
The proposal to integrate the corporate and personal taxes by the 
mination of duplication between them can be viewed as the elimina- 
tion of the corporate tax except as to form. But it can also be viewed as 
, reduction in the personal tax to the extent of the overlap. If taxation 
upon investment—a view very widely held—this relief at both 
equity security ownership should remove the impediment. Or, 
ing the problem from another angle, it can be said that the 
ion of this duplication in corporate and personal taxes would 
, reduction of prices, or an increase in the peacetime rate of 
orate profits, or both. Any of these effects would encourage ex- 
on of investment, output, and employment. 

t is concluded that we should make every effort to integrate suc- 
fully the corporate and personal income taxes. No modification of 

e tax system is more important and none rests on firmer ground. 
The integration proposal is based on the conviction that the personal 
income tax should become the mainstay of federal revenues in the post- 
period. If this is to be true, we must contemplate a personal tax 
ith a broad base and a high standard rate. Our present terms of the 
cularly the exemptions and standard rates, are little, if any, 
than were needed before the war. By the same token, they 
are too generous for the present emergency. The prewar situation, in 
which only about four million taxpayers paid direct taxes to the federal 
government, was little short of scandalous. The average citizen is begin- 
in ippreciate that it is better to pay some taxes and have a job 
nto pay no taxes and be without a job. Both for revenue and for 
e direct tax load of the future must be very widely shared. 
pper end of the income tax schedule is intemperately severe, at 
least for peacetime application, and should be scaled down a quarter or 
r the higher rates should be confined to levels of income where 
nall amounts of potential investment capital exist. A 90 
reduces a 20 per cent yield to 2 per cent after taxes—a 
sufficient to justify much risk-taking. It is sounder to plug 
han to insist on intemperate rates of tax. On the other hand, 
raint in the reduction of surtaxes is warranted by concern for 
enance of a high standard rate and because of the interest in 
preventing ‘ undue concentration of wealth and income. Some strength- 
ening of death taxes—where the incentives are less important—might 

compensate for a one-sided reduction of income tax rates. 

The income tax should apply universally to all income, regardless of 
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source, and exceptions to this rule should be kept to the barest mini- 
mum. The tax-exempt securities’ refuge is one of the most conspicyoys 
of these exceptions and should be one of the first to go. In addition i 
violating the universality rule, just stated, tax-exempt securities offer , 
special and highly unstrategic advantage to the most riskless of inyes. 
ments. Capital gains are entitled to special consideration for the time 
element in their accrual and because some of them represent reinvested 
earnings previously taxed. If allowance is made for these special char. 
acteristics and the surtaxes are reduced to reasonable levels, these 
sources of income should come under the universality rule and be syb- 
jected to the same rate of tax as other income. By the same token 
capital losses should be deductible against any positive income. | 
plausible case can be made for the segregation of losses and for cop- 
fining their deductibility to capital gains. But this type of one-way 
rule sacrifices taxpayer good will and involves inequities that are more 
important than any compensating advantages. The notion that capital 
gains do not constitute genuine income will not stand rigorous analysis 

Income tax administration should be substantially strengthened 
Thus far government investment in this important field has been con- 
fined largely to spots where a large return could be reaped for each 
dollar of outlay. The dollar that is spent for income tax policing is 
necessary even though it brings in no direct return. We all know what 
happened when the American states entrusted administration of the 
intangibles property tax “to the honor of the individual.” Much income 
that is taxable by the federal government is subject to no objective 
checks whatever. Not all this income can be checked, but there are 
ways and means of checking a much larger portion than is now covered. 
The direct gains in morale and the indirect gains in receipts are the cri- 
teria for the success of such a program. 

As previously stated, the program here presented contemplates the 
personal income tax as the mainstay of federal revenues. Some may 
prefer less emphasis upon a personal tax, hoping to witness the develop- 
ment of a federal general sales tax in the postwar period. I doubt the 
advisability of such a development. The states, with their more limited 
financial resources, have already employed this source and may employ 
it further. At any rate, their taxes are dominantly regressive. The fed- 
eral government, with its greater financial powers, should stay out of 
this field. In addition to the point of equity raised against sales taxes, j 
there is the fact that these indirect levies avoid the personal discipline 
which is conducive to governmental economy. Mr. Townsend knew 
what he was about when he proposed to float a fabulous pension 
scheme on the back of a transactions tax. Finally, there is something 
to the view that a wide market is essential to high levels of postwar 
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production and that a sales tax is a threat to this prospect. Altogether, 
‘he case against federal general sales taxes is quite convincing. 
The arguments against a general sales tax, just cited, do not apply 
the same weight against the special excises. There are those who 
no difference between a tax on whiskey and a tax on bread, 
ey cite the inelasticity in the demand for the former to support 
ise. The moral difference in the two levies lies in the fact that 
the one leaves the taxpayer an alternative to the tax quite compatible 
ith the national interest, while the other does not. 
in be no doubt that, with principal reliance on a broadly 
rsonal income tax (de-emphasizing business and sales taxes), 
ystem would be more consistently progressive at all levels of 
income than the one which prevailed before the war. 

A word should be added about the inequities that arise in income 

ion because income is gauged by too short an accounting period. 
case of corporations, the problem is one of ignoring the losses 

ears in assessing the income of the present year. A tax which 

t of current income, before the impairments on capital suf- 

in previous years have been made good, really comes out of 
During most of the years of heavy losses in the thirties, carry- 
ivileges for corporate losses were entirely suspended. The 

Act of 1942 does allow a two-year carry-forward and carry- 

f losses. This is by far the most generous provision for losses that 

(met business has enjoyed. But the carry-over period is short 
mpared with that allowed by the British; namely, six years. During 
irties, even with a six-year period only two-thirds of capital goods 
tries would have received full credit for losses. A six-year carry- 
like a fair allowance and one well worth its cost in revenue. 
\mong other benefits of less preoccupation with the annual period in 
me tax accounting would be relieving the pressures to reduce allow- 
‘or depreciation and obsolescence—pressures which add little, if 

y, tc the long-run revenue of the government and which are impedi- 

‘nts to industrial expansion and technological progress. 

The limitations of annual accounting are even more serious in the 
ase of individuals. Under the present system, a person with income 
that alternates between nothing and ten thousand dollars will pay half 

in uch income tax over the years as one who has a steady in- 

| five thousand dollars. Much income tax litigation involves 
| the amount might be greatly reduced if timing were made 

s important. Income that accrues over a number of years ought not 
be subject to high-bracket rates because it is realized in one particular 

The British policy of exempting casual income from taxation 
judgment, a fundamental error. Almost all income is casual 
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to a greater or lesser degree. The answer is not to exempt incom 
because of its casual character but to take due account of this charac. 
teristic in applying the rates. 

To be sure, what experience we have had with averaging (a goog 
deal in Great Britain and some seven years in Wisconsin) has not been 
very happy. Attempts at averaging have been supplanted by a carry. 
over of losses. The trouble with these systems was that they sacrificed 
the “currency” of the income tax; that is, they involved the opposite 
of what the Ruml plan aimed to achieve; they required people to pay 
taxes on income which was several years “cold.” Time does not permit 
an elaborate consideration of the problem. However, the negative 
results of these experiences with broadening the accounting base are. 
in my judgment, not conclusive. I think it is possible to devise an aver. 
aging system that will avoid the defects of those previously tried and at 
the same time give relief from high-bracket rates to persons with 
fluctuating income. Any complication to income tax procedure intro- 
duced by this addition would be worth its cost and could be offset by 
simplification: which would involve no sacrifices of important interests, 

Revision of the tax system along sensible lines will not provide a 
panacea for our economic ills. But it can be extremely important in 
sustaining morale, without which the system cannot continue to make 


progress. 
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DISCUSSION 


:srp Cotm: I believe Professor Groves has given us an excellent basis 
‘rq discussion of the federal tax system after the war. He rightly emphasized: 
g00d : that we must develop postwar economic and fiscal policies to promote full 
been 1d adequate peacetime use of our national resources; (2) that tax policy, 
rry- th ih it should not be considered a panacea, must play an important role in 
ficed - h a policy designed to promote employment and production. He said: 
w on, each component of the tax system is likely to be called before 
ar of public opinion and asked the question: ‘Do you seriously impede 
rise, employment, and production?’ If the answer is affirmative, and if 
alternatives that do not offend in this manner, the tax will probably 
d for discard.” I propose to accept this new paragraph in our 
le without objections. Harold Groves has brought before the court 
corporate income tax, suspected of serious violation of the new 
He presented the evidence, found the defendant guilty, and recom- 

death sentence to be executed by stages. 
scussing the statement of Prosecutor—I mean Professor—Groves, I, 
y, am to act as counselor-at-law for the defendant. In that capacity 
duty of searching for weaknesses in the indictment and presenting 

ight be said in favor of the defendant. 

sor Groves says that the corporate income tax has no right to exist 
it taxes something that has no reality; namely, the corporation. In his 
the corporation creates a tax problem of its own only to the extent 


es not currently distribute all profits to the stockholders. I submit 
orporation has characteristics which distinguish it definitely from the 


ic 


for which it supposd to act, such as limited liability, legal and 
ntinuity (as compared with the limited life span of the individual) , 
r of ownership and management, access to nation-wide (sometimes 
d-wide) sources of financing, possibilities of intercorporate affilia- 
r without integration of management, and others. These charac- 
ermine, I believe, the very essence of many of our modern aspects 
ule business operations. All these characteristics have been devel- 
ps on the basis of a legal fiction but have become reality and are 
by the law. The corporation is as real as modern business and is not 
reen” that can be and should be disregarded. 
irgument that corporate taxation in addition to individual income taxes 
louble taxation on the stockholder is not valid if and to the extent 
corporation is recognized as an economic reality sui generis. There is 
ification in the government claiming a share in the return from 
ivities, along with the shares going to other factors of production; 
labor, management, and capital. The corporate tax can be fully justi- 
the grounds of its financial productivity, as well as on the grounds of 
phy, unless it can be proven that it really impedes enterprise, em- 
ind production. 
1 Groves presented two arguments on which his economic case 
t the corporate tax rests: 
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First, it discriminates between stock and bond financing. This js a yajj, 
observation and a serious criticism of the corporate income tax in its presen; 
form. It is not, however, a justified basis for a death sentence, since there are 
various techniques available to eliminate or reduce this discriminatio,, by 
modifying the present law. 

Second, the corporate tax is “a drag upon investment,” and its elimination 
would encourage expansion of investment, output, and employment, Professo, 
Groves has not presented his evidence for this statement. The prosecuto, 
simply says the defendant is guilty of murder because a murder has been cop. 
mitted. I beg him to submit his proof. The task of promoting investmen; 
output, employment (and in another context Professor Groves rightly adds 
consumption) will require all ingenuity and a concerted effort. By sacrificing 
one particular tax as a scapegoat and by concentrating our efforts on the 
drive to eliminate this particular tax, we may divert our energies from 
broader problem with possibly disastrous results. 

In laying out the criterion that should be applied in deciding on the elimina- 
tion of a particular tax, Harold Groves wisely included the clause: “ 
there are alternatives that do not offend in this manner.” He failed, however. 
to specify what other taxes could be increased without undesirable effects, [/ 
he assumes that we shall be able to do with less taxes in the postwar period 
he should prove that we cannot derive greater benefits from reducing other 
taxes. In this respect he did not present the bill of particulars under the 
general rule of the code. 

In the short time at my disposal, I cannot attempt to analyze the factors 
which, in my opinion, may impede production after the war. Without such an 
analysis I do not believe that a constructive and comprehensive answer to th: 
question so aptly posed by Professor Groves can be given. Nevertheless, | 
wish to indicate my conviction that to some extent corporate taxes may impede 
production in conjunction with other factors. This is the case, first of all, i 
the rates are excessive. I believe that a considerable reduction in the necessarily 
high war tax rates is called for in the postwar period. 

A reform of the corporate tax field in other respects appears desirable 
also. I am in full accord with Professor Groves that we should distinguish be- 
tween taxation of small and large corporations. I propose to distinguish be- 
tween the “private” corporation, which has no access to the national capital 
market and cannot be used for intercorporate affiliations, and the “public 
corporation with access to the national capital market, whose securities can be 
traded on stock exchanges and bought by insurance companies and other cor- 
porations. Taxation according to the “partnership principle” appears most 
desirable for the small or private corporation. For the large or public corpora- 
tion, a corporate income tax appears justified. 

For the public corporation a solution must then be found for the problem 
of undistributed profits and the relationship between the corporate income tax 
and the individual income tax. I do not believe that Harold Groves’ propos@! 
to adopt the British method of credits for dividends received eliminates ot 
sufficiently reduces the tax discrimination between distributed and nondistrib- 
uted profits, unless the tax collected at the source is very high. Protessor 
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f course, wants to supplement the British method by the adoption 
tion) of the capital gains tax. This, in my mind, would be a solution 
+ were a tax on nonrealized as well as on realized capital gains (inven- 
1). This, in my judgment, would be wholly impracticable. In this 
vish that consideration would be given to the proposals made by the 
of the National Tax Association on federal taxation of corporations 
. few years ago which aimed at taxing undistributed profits but tried to avoid 
the defects of the 1936 law. 
‘nally, I would like to propose that further consideration be given to some 
§ incentive taxation in connection with the corporate income tax. I 
ire Professor Groves’ skepticism with respect to the specific proposals 
ty which he referred. I do think, however, that there are other possibilities 
irther exploration. I find, for instance, that Dr. Kimmel, in a recent 
Br ookings Institution publication, made some suggestions concerning tax 
tives for new ventures, and I may also refer to some suggestions of this 
ich I made in an article i in Social Research’ a few years ago. 
ming up, I do not enter a plea of “not guilty” for my client. I do think 
that the corporate income tax structure should be revised in line with a policy 
lesigned to promote adequate use of our national resources. I plead only for 
1ency and urge you to send the corporate income tax not to the death 
iber but to the reformatory. If the culprit can be cured of certain bad 
he can still become, I trust, a promising and respectable member of our 
twar tax family. 


E. FLANDERS: Dr. Groves’ paper is so comprehensive as to leave 
little need for addition and so nearly in line with the views of your speaker as 
to make serious criticism difficult. 

There is no harm, perhaps, in driving home one of his points. The obvious 
primary purpose of federal taxes is to raise the funds needed for governmental 
expenditures. Beyond this primary purpose there have always been secondary 
ones, aimed at bringing about real or imaginary social benefits. Among these 
secondary purposes have been control of commodities subject to abuse (excise 
te 1 tobacco and alcohol), redistribution of wealth, the breaking up of 

tates (in England by the death duties), etc. 
ether or not we have secondary purposes in federal taxation, we cannot 
escape secondary effects. Effects outside the fiscal purposes have always re- 
lted from changes in tax policy. This is no new condition, What is new is the 
rmous volume of this taxation in the aggregate and its heavy incidence on 
luals and enterprises. This new volume and weight, culminating in our 
war taxes, cannot fail to produce secondary effects of such great im- 
whether for good or ill, that the original aspect of fiscal policy bids 
ome itself of secondary importance so far as the well-being of our 

is concerned. 

n carrying out the tax policies necessary for a high level of production and 
nent in this country, we are faced with problems of two different sorts. 
in the sphere of economics; the other in the sphere of politics. While 


Employment Through Tax Policy?” Social Research, November, 1940. 
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there are bound to be some differences of opinion as to questions in the firs; 
sphere, we are still more likely to find it difficult to get a meeting of minds P 
to what is politically feasible, even when the economically desirable has bp. 
come clear to all. 

For instance, it may not be politically feasible to eliminate corporate taxes 
even though it might be desirable from the standpoint, let us say, of farmers 
and industrial employees. It may not be politically feasible to have as high a 
normal tax rate and as broad a base as purely economic considerations might 
suggest. The best hope for accomplishing these changes, if they are proper 
ones, lies in the possibility of achieving a more nearly steady and higher level 
of employment and production in this country. If this can be maintained a; 
around 135 or 140 billions a year at the present price level, with a national 
postwar budget of 18 or 19 billions, there will be enough of a drop in tax 
rates so that a reasonably broad base and normal rate will seem and really be 
far less burdensome than is the present tax structure. 

With the same fortunate set of conditions, there would be a chance that the 
relief on corporation taxes would be great enough so that the net gain could be 
distributed partly in wages, partly in lowered prices, partly in necessary capital 
accretion, and still leave the high returns that are necessary to investment if 
the thousands of new ideas that are buzzing about the country in these days 
are to be permitted to add their proper share of expanded employment and pro 
duction to the national economy. 

To your speaker’s mind, the most difficult problem of all, critically speak- 
ing, relates to the problem of undistributed liquid profits as a tax refuge for 
the large stockholders, with the related problem of capital gains and !osses. i 
the normal tax on corporation income is retained, with credit given to individ- 
uals for dividends distributed, then to this limited extent such undistributed 
income will be taxed. On any reasonable postwar normal tax, the relief from the 
present excess profits taxes (which in peacetime would be absurd and destruc- 
tive) will be so great that the added withholding would almost be embraced 
as a pleasure, while the losses in taxes from nondistribution would be more 
than made up by general increase in taxable earnings. 

As to capital gains and losses, were these to be entirely eliminated and the 
present inheritance tax structure retained, the original withholding tax plus 
the inheritance tax when the retained earnings finally come before the Collec- 
tor of Internal Revenue, would add up to a considerable percentage of th 
total earnings, and it might well be argued that taxes on retained earnings o! 
this order of magnitude, as compared with more drastic treatment, would 
result in losses of revenue which would be, in the long run, a small price to 
pay for the stimulation of enterprise which will result from a tax system 
which focuses one eye at least on the expansion and maintenance of employ- 
ment. Yet it will be politically difficult to defer the collection on capital 
gains until the hour of death. 

There is one other possibility of usefulness in tax policy which should be 
mentioned. The tax structure should be calculated to balance the budget at a 
definite rate of national income, and held there through good times and bad. 
With this rate continuous, it will have a deflationary effect when busiress 


| | 
| 
| 
| 
| 
| 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 43 


ditions get inflationary. Then large tax returns will become available for 
» bond issues (particularly those held by banks); and, at the same 
arrangement will be inflationary in periods of low employment and 
n when government credit will need to be expanded. This cannot 
ole reliance for controlling the business cycle, but it will help. Our 
ence of the last ten years indicates that there is no direct arithmetical 
hip between money supply on the one hand, and business activity 
and employment on the other. 

The emphasis on the political aspects in this discussion has not been made 
yith any spirit of complaint against the restraints which political requirements 
ut about the adoption of good economic policies. Political conditions are a 
fact which have to be reckoned with as much as do the principles of mathe- 
matics. 1 hope that sometime social scientists, businessmen, consumers, and 
ips in the body politic can themselves get a sufficient grasp of and 
in politics to make it possible to gain the adoption of policies 

are for the best interests of all concerned. 
would be difficult to think of any area in which it would be more useful 
he ordinary citizen to get that conjunction of political feasibility and good 
icy than in this area of fiscal policy, and Dr. Groves’ paper is a most ef- 

ve contribution to this end. 
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POSTWAR FEDERAL INTEREST CHARGE’ 


By Cart SHoupP 
Columbia University 


The present paper reviews some general relations between interest 
and taxes, analyzes the current flow of federal interest payments to 
various classes of recipients, projects the analysis into 1946 under 
assumptions of two and a half more years of large deficits, and con- 
cludes by computing the added taxation that would equal the eco. 
nomically significant portion of the interest payments. 


I. General Considerations 


Three questions of a general nature are considered here. First, what 
are the foundations for the traditional public finance doctrine that 
interest requires an equivalent amount of taxes? Second, does a com- 
bination of interest and taxes always create an economic problem or 
may it be a frictionless transfer? And third, does any such problem tend 
to persist, or is it resolved (perhaps only into another kind of economic 
problem) by the same forces that created it? 

Interest and Taxes. Postwar interest payments on the federal war 
debt give the recipients a claim on the community’s postwar output of 
goods and services. It may be assumed that, in general, the postwar 
production of goods and services is no greater because of the reward or 
incentive element in the interest charge than it would have been if the 
government had followed some other war finance program that did not 
involve the payment of postwar interest. Consequently, to the extent 
that the recipients of the interest exercise their claim on the economy's 
output by spending the interest receipts (either on consumption or 
capital formation), more goods and services must be produced, thus 
cutting into leisure or unemployment; or, if production is already so 
large that it can be increased only at sharply rising costs, if at all, 
the exercise by the interest recipients of their claims must force others 
to get along with less, or to get less for a given amount of work. This 
forcing of others to get along with less, or to get less for a given amount 
of work, is customarily brought about either through taxation or 
through a rise in prices. Traditionally, in public finance literature, the 
amount of extra taxation levied because of the interest charge alone is 
assumed to be equal to the interest charge. Most of the writers appar- 
ently assume it to be self-evident that the interest alone (apart from 
any project of repaying the debt) does not require tax revenue greater 

‘This paper was prepared in connection with a study of economic aspects of public 


finance being carried on under a grant of funds from the Rockefeller Foundation to Co 
lumbia University. 
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: the interest, but does require tax revenue of at least that amount 
cause borrowing to pay interest leads to an impossible situation in 
long run. The long-run difficulty is commonly described as a collapse 
covernment’s credit. The reason for the collapse is not always 

, But few if any of the analyses imply that it comes because 
the central government is unable to get or create money somehow or 
other to meet its debts. Rather, the collapse reflects a belief that the 
sovernment’s financing methods imply a substantial fall in the value 
of money. If this interpretation of the traditional approach is correct, 
‘hat approach accords with the view that taxation required by the in- 
terest payment is needed to prevent others from bidding away from 

e interest recipients part of the goods and services to which their 
interest receipts nominally entitle them. Traditional public finance 
which says the taxation is necessary in order to “pay” the 

the implication being that there is no other ultimately work- 
to pay it), may therefore prove not much different, in essential 
from the mode of speaking whereby taxation, whatever its 
iould “never . . . be undertaken merely because the govern- 

; to make money payments.’” 
ny particular case, the amount of extra tax revenue needed to 
| maintain economic stability might be less than the interest, or it might 
be more, and would doubtless vary over time. The one-for-one relation- 
ship postulated by traditional doctrine must be considered simply as a 
rule of thumb. These remarks will not, it is hoped, gloss over essential 

f es, or detract from the great service rendered by recent analy- 

pointing out how carelessly traditional public finance doctrine 

ken for granted the necessity for a one-to-one relationship of ex- 

increments and tax increments. But it must also be noted 

tha are as yet few quantitative guides on what other ratios, if 

iny, to use. If the traditional one-to-one ratio became in some respects 

a tabu, it was a tabu that developed slowly over decades and even 

centuries, first, because wide and persistent departures from it were 

commonly accompanied by serious economic instability, and second, 

because no one had demonstrated how to compute another ratio more 
likely to give stability in any given situation. 

If, indeed, the interest recipients never exercised their claims on 
the community, but hoarded their interest receipts forever, the money 
to pay them could be created by the central bank, without any eco- 

nic effects. This assumption, however, is obviously unrealistic. (In- 
identally, serious political and social effects might result from the 
uncertainty whether the interest hoarders would eventually exercise 


"A. P. Lerner, “Functional Finance and the Federal Debt,” Social Research, February, 
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their claims.) If it is assumed that, in the absence of spending by the 
interest recipients, there would be large and continued unemployment. 
the exercise of their claims on output could proceed, unchecked py 
additional taxation, without forcing others to give up anything except 
some undesired unemployment (with some exceptions owing to lack of 
mobility of factors). Here, the interest problem is eclipsed by a much 
larger one, and until the latter is dealt with the first does not have much 
meaning. Even without this assumption there remains the probability of 
recurring periods of unemployment, coupled, however, with periods 
when output would be high even if the interest recipients were not ex. 
ercising their claims. Consequently, in a general analysis of the problem, 
it seems reasonable to assume that the interest payment does require 
higher tax rates or new taxes, if the interest recipients are to exercise 
their claims to the degree they wish, at unchanged price levels. 
Disassociation of Interest and Taxes in the Individual’s Mind. The 
problem has been stated, up to this point, in terms of the interest re- 
cipients and the “others.” This is merely a convenient way of speak- 
ing. Everybody may be an interest recipient, so there may be no “oth- 
ers” as physical entities. Still, the problem as outlined above remains. It 
remains, because the individual as a government bondholder has a 
legal right to receive his interest whether or not he is made to contribute 
to the taxation levied on account of the interest, and he knows this. 
From his individual point of view it is not a case of his right hand 
paying his left. His left hand is guaranteed payment from some collec- 
tive hand. He acts on the premise that his left hand will get the money 
even if he decreases his economic activity, or votes taxes onto someone 
else, or evades taxes. So, even if the interest recipient’s tax bill on ac- 
count of the interest is no more than the interest he receives, and he 
knows it, the tax is still a burden to him. He believes that the tax is 
something which, if reduced, will bring only benefit to him, in view of 
his contractual right to the interest. Consequently, even if a govern- 
ment attempted to impose an extra tax on each individual (because of 
the interest) in direct proportion to’the interest he was receiving, ot 
in direct proportion to the claim that he was exercising as a result of 
the interest receipt—the tax being based, of course, on something more 
than just the interest itselfi—a problem would still exist. No doubt the 
social and political strains may be intensified if the interest recipients 
form a wealthy minority, but some of the economic effects might not 
be—for example, the effect of the added taxes on willingness to work. 
The taxpayer’s economic reaction to the extra points on the income 
tax rate will not be altered by the knowledge that they are imposed 
simply to make him give up no more than what he is getting from his 
interest. Such knowledge may make him more willing to vote the taxes, 
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‘) order to avoid a rising price level or direct controls, but his economic 
actions to the tax, once it is voted, are made on the assumption that 
he will continue to receive the interest no matter what he does. 
In view of these considerations, an interest charge in the federal 
could conceivably produce something like an economic deadlock 
could be resolved only by price controls and rationing, by a rise 
‘9 a new high price level, or by heavy taxation of the poll-tax variety 
hat stimulated work. The interest flow could be so large in dollars, 
relative to the productive capacity of the economy in terms of the 
existing price level, that the economic power of both the interest pay- 
ments and all wages, salaries, and investment income would have to 
be cut drastically to make the claims fit the output. If the federal debt 
were widely distributed, and if the cutting were done through an ordi- 
nary type of income tax, or even by a sales tax, the resulting marginal 
ate of tax might be so high that each taxpayer would decide to retire on 
left of his interest income—or, if not to retire, at least to 
The lessened output would require more cutting of dis- 
posable i incomes, and so on, down, presumably, to some low production 
level of equilibrium characterized by poverty and idleness. There is no 
prospect that the federal interest burden will grow so large; and if there 
were, th set of circumstances that made it so would probably resolve 
the problem by causing or allowing a general rise in prices. Still, the 
si ty seems worth mentioning, if only to free ourselves of the 
jisleading connotations of the right hand-left hand doctrine. The 
writers who have emphasized this doctrine have usually failed to note 
t the two hands, though belonging to the same body, are, as it were, 
controll led by separate brains and are not always on speaking terms 
with each other. 
A tax imposed as a percentage of the individual’s capital, instead of 
hi ie or his consumption, of course cannot avoid the problem 
the individual taxpayer’s assumption that his continued 
f the interest does not depend on his reaction to the tax. The 
mic effects of a capital tax, even if it were accompanied by an 
iggregate interest payment, could hardly be zero, especially 


le of this analytical picture is the unsatisfactory nature of some of the 
specialists in public finance to counter what they evidently felt was false 
Beaulieu, for instance, says that, if there is no public borrowing, the tax- 
ild have had to pay the interest is left correspondingly untouched, while the 
would have loaned to the state will instead be drawing an income from his 
ng it invested in private enterprise. Neither party loses by the lack of the 
1 one of them has a positive benefit. (Traité de la Science des Finances, 
Tome Second, p. 228, Paris, 1912.) But if all other things are to remain 
the putative taxpayer who must supply the money for the interest or 
imably in the price of some goods or services) that the capitalist recéives 
iterprise. Leroy-Beaulieu does not make his argument rest on any assumed 
tivity of public investment. 
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over the long period of time that the debt would be outstanding, and 
in a country where capital assets in the form of Savings bonds. cash. 
and bank deposits are as widely distributed as they are in the Unite 
States.* 

Suppose the total interest charge is moderate in relation to the pa. 
tional income; still, if the interest were counterbalanced by the addition 
of some extra points on the surtax scale of the individual income tay 
some investment might thus be discouraged, and the willingness to work 
might be decreased, leading to a cut in output. In highly simplified 
theory it may be conceivable that the increase in income tax rates 
could be set at just the level where the sum total of its investment. 
deterring effect and its consumption-cutting effect would equal the 
total of the consumption-increasing and investment-increasing results 
of the spending by the interest recipients of their money. In theory 
that considers important dynamic influences, and a segmented economy 
with a certain lack of mobility of factors, it seems not a priori evident 
that this exact balancing could be reached, or held for an appreciable 
length of time. And in practice, in view of the erratic course taken by 
investment—to say nothing of the gaps in quantitative knowledge on 
the relation of consumer spending to consumer income—economists are 
not yet able to offer the legislator and the administrator computations | 
showing how much taxation of a given kind will counterbalance, in the 
sense used above, the given amount of interest. The legislator and ad- 
ministrator, lacking such computations, will probably fall back on the 
one-to-one ratio when considering the interest problem as an isolated 
factor. By doing so, they do not of course avoid the danger of impeding 
or stimulating investment or consumption more than they want to. The 
bigger the interest charge, the worse the consequences of a given mis- 
take in judgment. 

Tendency of the Interest Problem to Resolve Itself Into Another 
Problem. Insofar as wartime borrowing is based on a determination to 
pay very low interest rates, the problem of sharing the community's 
postwar resources tends to be worked out by cutting the real value of 
all money claims through a rise in prices. Very low interest rates imply 
heavy borrowing at the banks. (The view taken here is that at 5 per 
cent, for example, a wartime government can get much more money 
from sources outside the banking system than it can at | per ceil, 
although the difference may reflect chiefly wartime dishoarding rather 
than a change in wartime spending.) The borrowing from the banks 


‘For a different view, cf. M. Kalecki, “The Burden of the National Debt 
Vol. 5, No. 5, Institute of Statistics, Oxford, April 3, 1943. Experience indicates that 
would be difficult to administer, with reasonable success, a continuing capital tax (tax o! 
net worth of individuals), but all phases of such a tax, theoretical and practical, are muca 
in need of careful re-examination. Little research has been devoted to this subject in recent 
years. 
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stponed until after the war if compulsory loans are used 

e war, but are paid off after the war by voluntary loans at 

rates. The large volume of new money created during or 

e war by selling government bonds to the banks tends to allow, 
produce, a postwar level of prices somewhat higher than would 

t e borrowing had been only of already existing money (even 

if it were money that would otherwise have been held idle during the 
war because of direct controls on spending). No proportionate or other 
tion between the amount of money and the price level is 

this statement, merely a direct relation, or tendency, of 

ified degree. And of course the extent to which private holdings 
ent bonds could be easily converted into money in the post- 
war period has a bearing on the comparison.’ In general, though, it 
appears that the federal postwar interest problem, under the present 
pattern of war finance, tends to be less than it might be otherwise for 
two reasons: the dollar amount of interest will be low because the 
rates are low; and the real claim on resources that can be exercised 
he interest recipients will be still lower because of the fall in the 
the dollar traceable, directly or indirectly, to, or made possi- 
creation of large amounts of new money. Even if the cost 

ing rises no more than its present officially indicated 25 per cent 

the level of July, 1940, a purchaser of the 214 per cent Treasury 

bond issued in July of that year will be receiving only 1.8 per cent in 
as interest on his original investment.® An investor who 


nment pays, say, 5% on a long-term bond to obtain the use of some already 
that, at any lower interest rate, would have remained idle until the end 
the creditor enters the postwar period holding a government bond instead of 
r bank deposit he would be holding if the government had not borrowed 
nd had instead obtained its funds through the creation of new money by the 
In some analyses, this difference in type of holding is regarded as un- 
use of the ease with which government bonds may currently be converted 
Mark Mitnitzky, “Some Monetary Aspects of Government Borrowing,” 
ymic Review, March, 1943, p. 29). The view taken in the present analysis, 
it the existence of high-yielding long-term government bonds among their 
f currency or bank deposits will probably exert some influence on the 
not on the corporations’) postwar decisions to spend, whatever their 
have been when they bought the bonds (cf. J. R. Hicks, “Saving and the 
t in War-Time,” Manchester School, April, 1941, pp. 21-27). Moreover, the 
ment can make it impossible for any substantial number of such bonds 
to cash at par value; i.e., without foregoing a still larger interest return. 
restricting credit; e.g., raising reserve requirements. The resulting decline 
ould no doubt induce some liquidation by those who had borrowed heavily 
those who hoped to outguess the market, but it seems likely that most of 
pon long-term bonds would be converted into cash more slowly because of 
tions. And if the bonds were of limited marketabilitvy—for instance could 
y commercial banks (e.g., the 214% Treasury bonds of 1964-69, up to 
953) or pledged as collateral for loans frorn the banks—they would differ 
cash. Consequently, to the extent that individuals come out of the war 
nent bonds, the postwar authorities will have a somewhat greater eppor- 
f the greater chance of effective restriction of credit) to forestall or check 
twar spending than if the individuals held cash. 
t the rate of 1.8% forever, or, alternatively, at a negative real rate for the 
irchase to maturity. 
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put $75 into a ten-year Savings bond in 1940 will get eighty of these 
1940 dollars when he redeems his bond in 1950, if prices remain yp. 
changed from now on. This is real interest for the ten-year period at 
an annual rate of 0.6 per cent, compounded annually. If prices rise 
by more than 331% per cent from the level prevailing at the time oj 
purchase, the Savings bond owner (series A to E) will receive a nega. 
tive rate of real interest for the period. To put it another way, the 
Savings bond owner (series A to E) will receive a negative rate of 
real interest, upon holding to maturity, if the price level rises through. 
out the ten years at an average monthly rate of more than 28/100 oj 
1 percentage point (the price level in the year of purchase being repre. 
sented by 100). 

History affords striking examples, on the other hand, of interest 
paid in money more valuable than that which was loaned to the govern- 
ment. The minority report of the British Report of the Committee on 
National Debt and Taxation in 1927 (Colwyn Committee) estimates 
that “over two-thirds of the post-war debt was raised when the value 
of money was lower than at 31st March, 1925.’” Interest on the World 
War borrowings of the United States appears to have been paid, in 
general, in dollars more valuable than those loaned. The data on prices 
during and after the Civil War suggest a similar result for at least part 
of the debt.* In the hundred years following the Napoleonic Wars, hold- 
ers of British bonds bettered their position in terms of the purchasing 
power of the interest they received.* The war loan policies of the United 
States and Great Britain in the last conflict did involve higher interest 
rates, however, than those being offered at present.’® No general state- 
ment can be made, from experience, that there is a tendency of a war- 
loan interest charge to work itself out into another problem; but the 
current pattern of war finance is different enough from those of the 
past to make this negative statement of limited value. 

An exception to the statement that the postwar interest payments 
give the recipients a claim on the community’s postwar output with- 
out increasing the output’ is the familiar instance of the banking 
system. A considerable part of the postwar federal interest payments to 


* Cmd. 2800, p. 366. 
®See indexes in U. S. Department of Labor, Bureau of Labor Statistics, Handbooi 


Labor Statistics (1941 edition), pp. 705, 715. 

* Cmd. 2800, p. 236. 

” The real burden on those who contributed, net, to the interest transfer was of cours 
greatly lightened by the large increase in number of people of working age and the increase 
in productivity per capita. The latter item, but not the former (beyond a limited extent 
is relevant today in considering the years ahead. 

“In computations of national income (goods and services produced for sale on the 
market) it is customary to omit central government interest in Great Britain but t 
clude it in the United States. This difference in viewpoint illustrates the difficulty 0! 
deciding to what extent government interest is or is not in fact a payment for increased 
output. 
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‘he commercial banks will be in exchange for current output in the 
‘orm of banking services to the public. This is to say, if the federal 
sovernment had borrowed little or nothing from the commercial banks 


existing money), at least some of the banking service we may now 
expect in the postwar period would not be available, unless service 
-harges were expanded or interest rates on postwar business loans were 
raised. Part of the interest payment, as representing a claim on re- 
sources, is therefore offset by the creation of services that would not 

vailable were it not for the interest payment or some other charge. 
The taxpayer, instead of paying taxes to counterbalance the claim on 
the community’s resources gained by the bank’s shareholders through 
the interest payment, would have had to pay perhaps about the same 
amount to the bank in service charges or in higher rates on private bor- 
rowings. There remains a substantial economic difference, however. 
An individual may react to taxation by diminishing his own volume 
of work, or taking fewer risks, but he will not react in any such 
manner to a service charge imposed by banks. When he pays the service 
charge he gets something of value directly in exchange; moreover, he 
does not have to use his money this way. Consequently the last incre- 
ment of his work is not made any the less valuable to him by the exist- 
ence of banking services obtainable upon paying a service charge— 
ither, the contrary. Nor is it likely that the higher bank charges on 
private loans would reduce effort directly, though they might reduce 
somewhat the taking of risks or even the volume of virtually riskless 


investment.” 
Il. Current Interest Flow 


II of this paper estimates how much of the federal interest 

» (as of September 30, 1943) is going to each of the several types 

{ recipient—Federal Reserve banks, commercial banks, holders of 
discount Savings bonds, and so on—and estimates also how much of 
the interest flow in each case is being recouped under existing federal 
taxes. The aim is to ascertain how much of the interest flow is of current 
economic significance in the sense that it is currently and immediately 
available for spending or saving. Some of the segments of interest flow 
are subtracted in their entirety because of the nature of the recipient, 
or because the interest is accruing instead of being paid out. Of the 
ther segments, present taxes take an appreciable part. The remainder 
i comprehensive analysis of the economic aspects of a government interest charge, 

Pigou, A Study in Public Finance, 2nd edition, Part III. See also B. U. Ratch- 

e Burden of a Domestic Debt,” American Economic Review, September, 1942, 

7; and Catherine G. Ruggles, “Social and Economic Implications of the National 


ms for Defense (Annals, American Academy of Political and Social Science), 
pp. 199-206. 
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is defined to be of current economic significance. It would be interesting 
to go further, and speculate on how much of this remainder js being 
saved, not spent; but this kind of analysis is more complex than mighy 
at first appear. To mean much, it must set up some alternative fiscaj 
policy that would not entail the flow of interest in question, and the 
significant item would then be the saving or spending that would occy; 
under this policy compared to that which occurs under the present 
policy. Collateral as well as direct effects of the difference in Policy 
become relevant. Aside from a few incidental remarks here and there 
this more ambitious attempt has not been made in the present paper, 
The difficulties that would be involved in it are touched upon again 
in the concluding section. 

The possible volume of spending that might result from the interest 
payments is of course overshadowed by the amount that might be sup- 
ported by a widespread cashing in, or sale on the market, of federal 
obligations, or by a drawing down of deposits or currency holdings, 
Still, the entire problem must be studied piece by piece, and the present 
paper is restricted to the interest element. The implicit question in the 
background of all the data it presents is: in what respects would the 
postwar situation be different if the government had adopted—or did 
henceforth adopt—a fiscal policy involving the payment of less—or 
more—interest ? 

A. To Federal Reserve Banks. An estimated 69 million dollars a 
year is being paid to the Federal Reserve banks as interest on their 
8.9 billion dollars holdings of federal obligations.’* This is not much 
more than the 51 million dollars reported by the Reserve banks as 
“current earnings, U.S. government securities” for calendar 1942, and 
the 40 millions reported a year earlier, when the holdings were much 
lower. The expansion in the Reserve banks’ holdings of federal obliga- 
tions since December 31, 1941, has come entirely in the holdings of 
certificates of indebtedness and Treasury bills.” 

Part, if not all, of the interest charge that flows to the Federal Re- 
serve banks can be considered to be without economic effect, for rea- 
sons advanced in Part III below. The remainder is probably below 50 
million dollars and hence not significant for the present computations, 
which are in terms of tenths of billions of dollars. 

B. To Commercial Banks. Slightly less than one billion dollars a 
year in interest is now being paid to the commercial banks on their 
57.9 billion dollar holdings of federal obligations.” They are return- 


incates 


$5.3 billion were in bills, presumably paying % of 1%, and $1.3 billion in certihca 
of indebtedness, which pay 7% of 1%. The $1.5 billion in Treasury bonds probably averagt 
about 2%, and the $0.7 billion in notes about 1%. ; 

“Data on holdings and earnings are from Federal Reserve Bulletin. __ a 

“The Federal Reserve Bulletin (December, 1943, p. 1178) estimate of $59.2 bulion 5 
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mewhat less than 300 millions of it to the federal government in 
come and excess profits taxes, leaving a net interest payment of 700 
lollars.”® 

fraction of the 700 million dollars exerts an appreciable eco- 

omic effect, in the sense of comparing the situation as it stands with 

it it would be like if the interest were not being paid because the 

' | been raised by taxes instead of by sale of bonds to the com- 
mercial banks. To analyze this problem, involving as it does the ques- 
‘on “what would have happened if,” would require the construction 

ist two alternative patterns of war finance, with fairly definite 
fications. The nature of this task is explored in a subsequent sec- 

on of this paper. In passing, however, it may be surmised that an 

ible part of the 700 million dollars is being set aside to increase 

| surplus, undivided profits, or reserves of the banks, instead of 

in id out to stockholders or serving to cover wages or other 
exp nses. Insofar as it is so set aside, it has no appreciable immediate 
economic effect.” 


nore nearly accurate estimate for the total, after subtracting about $0.5 
of book value over the par-value measure used in this paper (I am 
G. L. Bach for this information), but the estimates of breakdown between 
ecessary for present purposes seemed to make it desirable to use the total 
Similar slight differences may be observed in the data on holdings by mutual 
insurance companies, and “all other investors.” The $57.9 billion estimate 
increasing the $55.0 billion total shown in Appendix A (I) by 5.3% to 
lings not reported in the Treasury Bulletin survey of ownership. A slight 
:, negligible in the present computations to the nearest tenth of a billion, 
in the section below on Savings bonds the commercial banks’ holdings 
lion) are not excluded. 
about $500 million of the current interest paid to commercial banks is 
th corporation normal tax and corporation surtax. 
to banks with a total net income large enough to make them liable to the 
ite, about $200 million of the interest returns to the federal government as 
more is paid by some banks, owing to the excess profits tax, and somewhat 
some of the others, owing to the lower rate on small corporate net incomes 
of net taxable income. It appears that very little excess profits tax is being 
On the whole, the net result might be estimated at $200 million federal 
xcess profits tax. 
) million of current interest is subject only to the surtax and excess profits 
is taxable at the top surtax rate of 16% (with no change, on balance, 
excess profits tax and lower surtax rates on small net incomes), about $70 
ick to the federal government. 
million is wholly exempt from federal taxes. 
about $270 million of the $960 million now being paid to commercial 
ing to the federal government in income and excess profits taxes, leaving a 
ment of about $700 million. 
federal government pays interest to a commercial bank, from a deposit in 
ther commercial bank, only the liabilities of the commercial banking system 
nment deposit is changed to surplus or undivided profits; the excess reserves 
rcial banking system are not changed if the payment is made from a “war 
otherwise they are increased); and there is a destruction of demand 
e payment is from a deposit with a Federal Reserve bank, the Reserve bank’s 
from government deposit to member bank reserve) and the assets and 
ided profits or earned surplus) and excess reserves of the member-bank 
there is no destruction of demand deposits in the member-bank system. 
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Of the total 162 billion dollars of federal securities outstanding Sep. 
tember 30, 1943, the analysis thus far has accounted for 67 billions 
The net interest on that 67 billions that is available to influence eco. 
nomic action is, as we have seen, 700 million dollars. 

C. To Holders of Savings Bonds, Series A-F. Savings bonds of series 
A to F are discount bonds. They pay no interest until presented fo; 
redemption. They pose a special problem in any analysis of the eco. 
nomic effects of federal debt interest. 

There were 18.7 billion dollars of these bonds outstanding on Sep. 
tember 30, 1943, computed at current redemption values. Almost all 
of this—17.3 billions—consisted of the series E and analogous earlier 
issues A-D. These series A to E yield 2.9 per cent if held to maturity 
(ten years). The rest, series F, yields 2.53 per cent if held to maturity 
(twelve years). Hence the average annual interest rate on series A-F 
was running at about 500 million dollars a year at the end of last 
September. However, the interest accrues on these bonds at a much 
smaller rate during the early years of their life. Most of them are stil] 
in the early years; so the actual current accrual of interest is only about 
200 million dollars a year.”* 

The accrual, however, has no current economic effect, unless the 
bondholder claims redemption. A minor exception to this statement 
occurs if the holder elects to include in his taxable income for the cur- 
rent year the current accrual. It seems unlikely, however, that many 
bondholders are doing this; most of them are presumably waiting, 
intentionally or unknowingly, to include, in their income of the year of 
redemption, the interest accrual over the entire period of holding. An- 
other minor exception, almost surely a negligible one, concerns the 
influence on the bendholder’s actions that may be exerted by his knowl- 
edge that interest is accruing and hence his net worth position is 
steadily, if slowly, growing stronger. 

These bonds are redeemable at any time sixty days after issue (six 
months after issue for series F) at the option of the bondholder. During 
the period April-October, 1943, for example, monthly redemptions 
averaged about 34 of 1 per cent of the amount outstanding (computed 
at current redemption values).’® The federal government is therefore 


Cf. the observation by Professor Whittlesey, incidental to his analysis of the effects 0! 
repayment of bank-held government bonds (American Economic Review, September, 194 
p. 604). The chief implication is of course valid, viz., that such interest payments do not 
burden taxpayers without (immediate, observable) corresponding gain to others, in con- 
trast to repayment of bank-held debt. 

Tf the sum of the “accrual of redemption values” for the four months June-September 
1943, is multiplied by 3, the result is $193 million. . 
For April, 1943-October, 1943, inclusive, the rates for series A-F were in %: 0 
0.62, 0.83, 0.77, 0.84, 0.78, and 0.67 respectively. Series A-D, issued from March 
to April 30, 1941, have been redeemed steadily at 0.2% a month in recent months, or 2.4 

a year. 
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ing out annually, to certain of the series A-F bondholders, an 
nt equal to about 9 per cent of the outstanding bonds of those 
or about 1.7 billions a year. 
tudy of interest, however, the redemptions that have occurred 
bus far are of little importance. Most of the redemptions appear to be 

‘ bonds bought only a few months or perhaps a year or so before; 

onsequently the amounts paid out upon redemption represent almost 

atirely a return of principal. Evidently most of the redemptions up to 
the pres nt have represented money that flows into the Treasury and 

gain within a short time. Of the 1.7 billion or so dollars that is 
being paid out annually upon redemption, less than 10 millions repre- 
sents interest accrued.” The income tax effect of redemptions is there- 
re minute, especially since some of the interest on redeemed bonds is 
Imost surely being received by individuals with no surtax net income 
or has already been reported as taxable. 

D. To aaa rs of Savings Bonds, Series G.** Series G Savings bonds 
per cent interest currently. On September 30, 1943, there was 
ing 5.8 billion dollars par value, indicating a current annual 

rate of interest payment of 145 millions. Forty-two per cent of the 
sales through September 30 have been in $10,000 denomination bonds, 
20 per cent in the $5,000 denomination, and 29 per cent in the $1,000 
lenomination. The series G bonds are evidently held largely by high- 
income groups and by trusts and estates. Some, however, are held by 
business corporations and by institutions that are exempt from tax. 
As a very rough guess an average marginal wartime tax rate of 40 
t may be applicable to this interest. This assumption leaves only 
nillion dollars annual interest available to produce an economic 


162 billions of federal securities outstanding, and has found 

urrent annual interest charge available to influence economic action 
f only 0.8 billions. 

E. To Insurance Companies. The 200 or so life insurance companies 

reporting g monthly to the Treasury” held, on September 30, 1943, 12.1 

lion dollars of federal obligations,” of which 11.5 billions was in 

‘reasury bonds, most of this latter amount being in 2% per cent tax- 

‘reasury Bulletin, e.g., October, 1943, p. 42. The first series A made its appearance in 

) that all redemptions up to date have been redemptions in advance—most 

1 advance—of maturity. Series E bonds were first put on sale in May, 1941; 

there has been a chance for only a negligible interest accrual to show up 


lative redemptions of three-quarters of a billion to the end of fiscal 1943, or 
nal half-billion that has been redeemed in the fiscal year 1944 through 


>from Treasury Bulletin. 
ire attributes entirely to life insurance companies the $171 million of Savings 
1 Treasury Savings notes held by “insurance companies” in general. 
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able bonds with call dates of 1952 or later. The reporting companies 
apparently account for 95 per cent of total federal holdings of ajj life 
insurance companies. For a rough estimate of the current annual rate 
of federal interest being paid to life insurance companies, 2.5 per cent 
of 12.7 billions (105 per cent of 12.1 billions) is adequate, or 300 mj. 
lion dollars. Even under recent changes in federal tax law designed to 
make the income tax effective for insurance companies, it may be 
doubted that they are paying enough in income tax to make a signif. 
cant difference in that interest figure for the purposes of the present 
approximate computations. The whole 0.3 billion dollars may be added. 
therefore, giving a total, so far, of 1.1 billions current annual federal ip- 
terest charge available to influence economic action. To what extent 
the 300 million dollars is actually influencing current economic action 
is another question. To answer it, some assumptions would have to be 
made concerning what the life insurance companies would have been 
doing currently if the government had followed a certain specified war 
finance policy that did not involve the sale of bonds to those companies. 

The 550 or so of fire, casualty, and marine insurance companies 
reporting monthly show, as of September 30, 1943, holdings of only 
2.0 billion dollars of federal obligations, half of it being in partially 
exempt Treasury bonds yielding from 2 per cent to 41% per cent. Per- 
haps another 0.05 billion can be added for these companies, to the total 
of economically significant interest nayment. 

F. To Mutual Savings Banks. The 490 or so reporting mutual sav- 
ings banks held on September 30, 1943, 5.9 billion dollars of federal 
obligations. Almost all of it—5.4 billions—was in Treasury bonds, 
about half of the latter amount (2.6 billions) in 2% per cent taxable 
bonds callable in 1952 or later, and most of the rest (1.7 billions) in 
2 per cent taxable bonds callable in 1948 or later, with some holdings 
in high-coupon partially exempt bonds. An average current rate of 2.5 
per cent on 6.2 billion dollars (105 per cent of 5.9 billions) may be 
assumed, or 155 million. None of this is taxable, since mutual savings 
banks are exempt under the income tax.”* Hence another 0.2 billion 
dollars may be ‘added to the economically significant interest charge, 
bringing it to 1.3 billions (to the nearest tenth of a billion). 

G. To “All Other Investors.” The “all other investors” group con- 
sists of individuals, fiduciaries, and private (that is, nongovernment) 
corporations other than banks and the insurance companies specified 
above. It excludes holders of Savings bonds, Tax notes and Saving 


If the interest paid to depositors by the mutual savings banks would have been less 
if the federal government had followed a fiscal program that did not involve the acquis- 
tion of federal obligations by the mutual savings banks, the fact that the interest t 
depositors is taxable under the individual income tax would become relevant. 
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\djusted Service bonds, with respect to their holdings of 
these issues, Since they are nonmarketable, and the “all other investor” 
oldings refer only to public marketable interest-bearing securities. 

lings of this group, on September 30, 1943, are estimated, as a 

‘dual, at 24.4 billion dollars.** Of this, 13.7 billion dollars was in 
freasury bonds (about one-third in the old, high-coupon partially ex- 
bonds and two-thirds in the recent, low-coupon fully taxable is- 

8 billions in certificates of indebtedness (pay 7% of 1 per cent), 

illions in Treasury notes (averaging perhaps 1% per cent), and 
billions-in Treasury bills (about 3% of 1 per cent). The average 
urt terest to the “all other investor group” may therefore be esti- 
mated at 1.9 per cent of 24.4 billion dollars, or 464 millions. Probably 
iost of these holdings are in the hands of nonfinancial corporations, 
ially the Treasury bonds that are exempt from the normal tax, 

- corporations, rises to 24 per cent (on corporations with a 

x net income of more than 50,000 dollars), compared with 

for individuals. If it is assumed that corporations hold all 
ertificates, notes, and bills, and half of each type of the bonds, 

e receiving about 260 million dollars interest, of which 80 mil- 

an average marginal corporation surtax rate of 15 per cent 
rtax rate is 16 per cent), while the remaining 180 millions 
rage marginal combined normal and surtax rate of, say, 35 
e top statutory rate is 40 per cent). If the remaining 200 
illion dollars, paid to individuals and fiduciaries, is taxed at an aver- 
marginal rate of 60 per cent (obviously a rough guess), the current 
| income tax on the 0.5 billions of interest is 0.2 billions, leaving 
to be added to the economically significant current interest 
raising it to 1.6 billions.” 
total 162 billion dollars federal debt, 137 billions has now 
ounted for. 
) Holders of Tax and Savings Notes. There were 8.9 billion 
' Treasury notes of the Tax and Savings series outstanding 
30, 1943. Almost all (8.3 billion dollars) were of series C 
Treasury Savings notes) where the interest accrues each month 
Bulletin, November, 1943, p. 46, gives a total of $28.1 billion in the 
ull other investors.” But “all other investors” there includes those banks 
panies not reported in the preceding columns. Their holdings are esti- 
5% of total bank and insurance company holdings. This 5% has been 
tals given in the sections above. It is therefore excluded here. All the 
tors” subtotals have been similarly adjusted, on the assumption that the 
nally distributed among the several types of holdings. 
rofits tax is assumed, on the average, not to cut into this interest amount 
e option given to corporations to include or exclude government bond 


iting excess profits is indeed of a kind that probably calls for some 
No such refinement has been attempted here, however. 
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on a graduated scale to yield about 1.07 per cent per annum if held j, 
maturity. These notes may be redeemed for cash six months after th. 
date of issue at the tax payment value current at the time of presents. 
tion. They are designed “for the large taxpayer . . . for the investmen, 
of idle cash reserves as well as for the accumulation of tax reseryes 
...?° In the fiscal year 1943, corporations purchased 92 per cent of 
the total of series C notes sold in that period. Series A yield 1.92 per 
cent, and series B, 0.48 per cent, but these two series are no longer oy 
sale. A current interest charge of 90 million dollars, reduced to 53 
millions after corporate taxes, may be assumed, bringing the total of 
the economically significant interest to 1.7 billions. 

I. To the Federal Government. Federal agencies and trust funds 
held 4.1 billion dollars of public marketable interest-bearing securities 
on September 30, 1943, most of it in Treasury bonds. They also held 
11.7 billion dollars of “special Federal issues,” yielding various rates 
of interest. The chief of the special issues are those put out for the 
Unemployment Trust Fund, built up frora the proceeds of the state pay 
roll taxes (4.6 billions), the Federal Old-Age and Survivors Insurance 
Trust Fund (4.0 billions), the Federal Government Retirement Funds 
(1.3 billions), and the Federal Government and the National Service 
Life Insurance Funds (1.0 billions). 

None of the interest on any of these holdings of federal agencies 
and trust funds is included in the present estimate of interest pay- 
ments available for economic effect. Nobody’s current spending for 
consumption or investment, neither the government’s nor that of any- 
one else, is smaller or greater than it would be if the amount of interest 
being received by these funds were smaller or greater than it is. The 
interest “payment” is merely an internal bookkeeping item. 

The analysis has now accounted for 161 billion dollars of the 162 
billions federal debt outstanding September 30, 1943, and shows the 
total annual interest charge available to influence economic action to be 
1.7 billions. The remainder, slightly over a billion, represents chielly 
that part of the debt bearing no interest. Table I recapitulates the 
amounts computed in the preceding sections. 

No subtraction has been made on account of state and local taxes, 
because the amount they are taking from the interest flow is negligible 
for purposes of the present rough computations where amounts are 
evened off to the nearest tenth of a billion dollars. Individuals and 
fiduciaries are not taxable at all, on the interest or the capital value 
of their federal holdings, by either the states or the localities. Some 
of the state corporation income and bank taxes do in effect tax the 
interest on federal bonds, under the franchise tax approach, where the 


** Treasury Bulletin, November, 1943, p. 40. 
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TABLE I 


Ay L INTEREST CHARGE, AND PORTION AVAILABLE TO INFLUENCE ECONOMIC 
rloON, ON FEDERAL DEBT OUTSTANDING SEPTEMBER 30, 1943 


(money figures in billions) 
ies in addition result from canal off to nearest tenth of a billion) 


| Annual Interest C harge | } 
| Amount Total } | Because of | | 
| | Nature ot | ,Takenin | charge Available 
| Investor, | *8X uncer | to Influence 
K or Accrual ( laa Economic Action 
} | | Instead of e. ax 
| | _Pay ment ystem 
Chiefly bills $ 8.9 $0. | $0.0 
Various | 57.9 1.0 $0.3 | 0.7 
Savings bonds, 18.7> | 0.2° 0.2 . 0.0 
Savings bonds, G | 5.8 | 0.15 0.1 } 0.1 
| 
Chiefly bonds - d | 0.3 
| 
Chiefly bonds 2.1 0.05 | — d 0.1 
| 
v Chiefly bonds | 6.2 0.15 | | 0.2 
Tr Chiefly bonds and 24.4 | 0.5 | 0.2 0.3 
certificates | 
Tax and savings | 8.9 | 0.1 d 0.1 
notes | 
Marketable issues, | 4.1 id all - | 0.0 
chiefly bonds 
Special issues all 0.0 
161.44 | 2.88 0.7» 0.6 4.7 


therwise specified 
rent redemption values. 
ccrual. Average annual rate of accrual over the full life of the bonds is about $500 million. 
10n. 
ctly See note ‘‘g’”’ below. 
1e $162.3 billion outstanding September 30, 1943, represents adjusted service bonds, 
t d debt on which interest has ce: ased, debt beari ng no interest (this item alone is $1.2 bil 
redit Corporation nonmarketable issues. There is a final « discrepancy of $0.4 billion due 
s off to the nearest tenth of a billion 
| ined by taking from the Treasury Bulletin, November, 1943, p. 27, the computed annual 
' tember 30, 1943 ($3,149 million) and subtracting $300 million to reflect the difference be- 
nterest return on the discount Savings bonds (in arriving at the $3,149 million figure, the 
re used instead of the current accrual). As a residual, the interest on the marketable issues 
nd trust funds, plus the special issues, is $0.4 billion, since the total of the interest items 
s $2.443 billion. 
a residual. See note “‘g.”” 


tax base is merely (in a legal sense) “measured by,” not constituted of, 


interest on federal bonds, but the amount of tax involved is small, prob- 
ably much less than 50 million dollars.” 

Of this 1.7 billion dollars of interest defined above as economically 
gnificant, 0.7 billions, it will be recalled, is going to the commercial 
banks. Part, if not all, of this may be regarded as a sort of service 
charge that would have to be paid to the banks somehow or other in 
iny case, even if the war finance program did not involve the creation of 
capital stock and “declared value excess profits” taxes have also been 
D he amounts involved are negligible for purposes of the present compu- 
tations. The estate tax and gift tax have been disregarded for the same reason. A heavier 
varume tax program would leave individuals with a smaller total volume of assets, 


vernment bonds, and the revenue from the estate and gift taxes would drop, 
would not be significant for the present computations, at least not in 
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new bank credit, so long as the banks had to handle much the same 
quantity of bank debits. To the extent that this 0.7 billion dollars jc 
so regarded, it falls outside the interest problem that is the scope of 
this paper, that is, if it really would have to be paid in some form o; 
other regardless of the methods by which a war program of a given 
dollar size was financed. Exclusion of half of the entire 0.7 billion 
dollars, for example, would reduce to about 1.4 billions the economically 
significant current annual federal interest charge—economically sig- 
nificant from the viewpoint of the policy makers who have to decide 
whether or not to give a current claim on the economy’s output to 
recipients who are not producing current goods and services in ex- 
change for the payment. 


III. Possible Postwar Interest Flow 


A. Under Wartime Interest Rate Structure and a Postwar Tax 
Structure, with Wartime Pattern of Holdings Unchanged. To discuss 
the postwar interest flow in quantitative terms, some assumption must 
be made concerning the size and composition of the debt at the end of 
the war. It is here assumed, simply as one of many reasonable projec- 
tions of current trends, and not as an outright prediction, that the 
borrowing requirements for each of the fiscal years 1944, 1945, and 
1946 will be the same as forecast for fiscal 1944 in the budget summa- 
tion statement issued in July, 1943. During these war years, current 
trends with respect to the amount of each type of obligation issued are 
assumed to continue, and the current interest rate structure is assumed 
unchanged.”” 

Total Interest Charge. The computations are first made on the as- 
sumptions that this same interest rate structure carries over indefi- 
nitely into the postwar period, and that there is no substantial shifting 
of the debt among the several types of holders or types of obligations. 

These assumptions call for an increase in the federal debt by 198 
billion dollars, from 141 billions at the end of fiscal 1943 to 339 billion 
dollars at the end of fiscal 1946. In each of these three years Savings 
bonds outstanding (current redemption value) are assumed to increase 
14 billions, commercial bank holdings 20 billions, and Federal Reserve 
bank holdings 6 bi’lions. Insurance companies are assumed to increase 
their federal bond holdings by 3 billion dollars a year. The “all other 
investor” group increases its holdings of Treasury bonds by 8 billion 


The budget message of January, 1944, indicates a somewhat smaller borrowing re 
quirement for fiscal 1944 and fiscal 1945. The computations in this paper were mace 
before these new estimates were available. 

**No assumption is implied concerning the price level except that there occurs 
so swift as to disorganize the bond market and force a rise in interest rates belore 
end of the war. 
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lars a year, and of certificates of indebtedness by 7 billions a year. 
The various items are recapitulated in Tables II and III. The result 
Table III) is a total federal annual interest charge, on the debt out- 
standing at the end of fiscal 1946, of 5.9 billion dollars, rising, however, 
js the Savings bonds move into the later years of their life, to a peak 
; 73 billions. A rough average would be 6.6 billion dollars. The 
ietails of the computation of the interest charge are given in Appendix 
RB. Interest on the discount type of Savings bonds is computed on a 
year-to-year basis; the rate during the seventh year, for example, is 
476 per cent, since the redemption value grows from $42 to $44 in 
that period, and $2 is 4.76 per cent of $42. The rate during the sixth 
vear. on the other hand, is only 2.44 per cent. Hence the annual in- 
terest charge on the Savings bonds assumed outstanding June 30, 
1946, plus similar bonds assumed issued to refund maturity values of 
maturing Savings bonds, rises gradually from 1.3 billion dollars in 
147 to 2.7 billions in 1953 and declines to 1.7 billions in 1956. 
Economically Significant Interest Charge. As a first step in computing 
the economically signficant portion of the interest, the total interest is 
reduced by the amount being paid to the Federa! Reserve banks. Any 
increase in interest payments above those of September 30, 1943 (and 
some part of those payments too) may be considered without eco- 
nomic effect. The interest payment disappears from the active-money 
system, to become locked up indefinitely as surplus of the Federal 
Reserve banks.®° This surplus is available to the Reserve banks for 
neeting losses, deficits, and unearned dividends up to the maximum of 
per cent, cumulative, allowed by law. It cannot be otherwise dis- 
tributed to the stockholding member banks. And if the Reserve banks 
hould be liquidated, any surplus would be paid to the United States. 
Current earnings of the Reserve banks are running somewhat above 
expenses plus the 6 per cent dividend maximum, and there are no un- 
paid accumulated dividends. In calendar 1942 each of the twelve Re- 
serve banks showed net earnings larger than dividends paid. It is almost 
correct, therefore, to say that, barring a substantial rise in the Federal 
Reserve banks’ expenses, any further increase in annual interest pay- 
ments to the Federal Reserve banks will be without economic effect. In 
an economic sense, the government is borrowing at a zero interest rate 
on any increase in debt that it places with the Federal Reserve banks, 
whatever the stated rate of interest may be. To put it another way, no 
economic effects would result from the government’s borrowing from 


the Federal Reserve banks to pay interest to the Federal Reserve 
banks. 


] 


"The | il Reserve banks are exempt from federal taxation. Hence none of the 
terest | to the banks by the government is recouped through the income tax. 
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There is, to be sure, a sterilization (if not outright destruction) of 
bank-deposit money when the government pays interest to a Federal 
Reserve bank. The deposit money is thereby transferred to Reserve 
bank surplus. The statement just made—that any further increase in 
7 annual interest payments to the Federal Reserve banks would be with- 


at economic effect—means simply that the result i is the same as if the 
1 LAld idle an 


AT LY 


"One dollar of interest paid to a Federal Keserve vank 
the member-bank system decreases the member-bank system’s total deposits, ‘and hence its 
liabilities, by one dollar. Its total of assets is decreased one dollar by a decrease in its 
sits (its reserves) with the Federal Reserve bank. Excess reserves of the member-bank 
em decrease by an equal amount, if attention is concentrated simply on a transfer from 
vernment war-loan account, since no reserves are required against such ac- 
when the ordinary reserves are required, the excess reserves decrease some- 
The Reserve bank’s balance sheet changes only on the liabilities side, by a shift of 
r r from the deposit account of the member bank to earned surplus of the Reserve 
sequently the Reserve bank’s reserve ratio increases. If the government pays the 
| nterest direc tly out of a deposit account with the Reserve bank, the same result is reached 

; ‘or the Reserve bank, while the member banks are not affected. 

methods employed by the government to obtain the deposit that it uses to pay 
t do of course exert their own influences on the volume of money, reserve 
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There is, to be sure, a sterilization (if not outright destruction) of 
bank-deposit money when the government pays interest to a Federal 
Reserve bank. The deposit money is thereby transferred to Reserve 
bank surplus. The statement just made—that any further increase in 
gnual interest payments to the Federal Reserve banks would be with- 
it economic effect—means simply that the result is the same as if the 
government did not make the payment; that is, merely held idle an 
amount equivalent to the interest. In both cases the bank-money does 
nothing. Another accompanying banking phenomenon is perhaps of 
me importance: payment of interest by the government to a Federal 

e bank decreases the reserve ratio of a member bank if the 
sovernment pays the interest out of a deposit it has with the member 
bank; and in any case it increases the reserve ratio of the Federal 
Reserve bank itself. But so long as bank reserves are well above the 

inmum needed to operate conveniently in a mechanical sense, so 
that the state of excess reserves is in practice merely a legal matter, 
the resulting changes in reserves need not have any economic effects.*’ 

The fact that the government is from now on borrowing at a zero 
interest rate whenever it increases its borrowings from the Federal 
Reserve banks has important implications for postwar management 
‘the public debt. If individual and corporate holders show a strong 
nclination to cut their holdings of federal obligations in the postwar 
period, at least at present interest rates, and if the obligations they dis- 
pose of are absorbed by the Federal Reserve banks, the economic 
elects of the federal government’s total interest charge will corre- 
spond ngly disappear. Reference here is strictly to the economic effects 

he outpayment of the interest. The means used to obtain the funds 
pay the interest, whether to the Federal Reserve banks or others, 

n be analyzed separately. The point here is that a strong movement 
ut of federal obligations after the war, with the Reserve banks ab- 
sorbing all offerings, would tend to remove the interest payment as an 
economic factor. 


lollar of interest paid to a Federal Reserve bank from a government deposit in 
ber-bank system decreases the member-bank system’s total deposits, and hence its 
by one dollar. Its total of assets is decreased one dollar by a decrease in its 
its reserves) with the Federal Reserve bank. Excess reserves of the member-bank 
rease by an equal amount, if attention is concentrated simply on a transfer from 
ederal government war-loan account, since no reserves are required against such ac- 
Even when the ordinary reserves are required, the excess reserves decrease some- 
it. The Reserve bank’s balance sheet changes only on the liabilities side, by a shift of 
llar from the deposit account of the member bank to earned surplus of the Reserve 
nk. C sequently the Reserve bank’s reserve ratio increases. If the government pays the 
terest directly out of a deposit account with the Reserve bank, the same result is reached 
eserve bank, while the member banks are not affected. 
“meth ds emp loyed by the government to obtain the deposit that it uses to pay 
> interest do of course exert their own influences on the volume of money, reserve 
ind so on. 
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The interest paid to the government funds on the “special issues.” estimate 
is subtracted in arriving at the economically significant interest for rea. Wy individu 
sons given in Part II above. st—wo 

Also for reasons advanced in Part II above, the interest on Savings Wy of (©O™ 
bonds is taken to be economically significant, not as it accrues, but as | 
it is paid out. The year-to-year accrual reckoning was used in Table III 7 
above for the discount bonds because, when consideration is given 7 
below to possible shifts in holdings, with or without changes in the © 
interest rate structure, the accrual rate is the relevant figure in estj- 7 
mating the ultimate results of such shifts, the answer depending in | 
part on when the shifts are assumed to occur. But, given a certain pat- § 
tern of holdings, the question then becomes, what is the economic effect 7 
of paying this interest on the discount Savings bonds (instead of in- 7 
terest at some other rate), and the significant amounts are those paid 9 
out to the bondholders. To be sure, the fact that the holders can 
redeem the bonds prior to maturity must not be forgotten, but the 9 Feder 
inquiry at this point is directed to the economic effects to be expected jm! the P 
if they do hold virtually all their Savings bonds to maturity. Likewise, Wj rest: 
the fact that the bondholder probably will not distinguish between jg Which 
interest and principal upon repayment is not important for this point; Wj “ess P 
had the interest been greater or smaller his power to consume or 4 and Cory 
invest, upon maturity, would have been greater or smaller. me ie, so tl 

The accrued interest coming due upon maturity of the discount @ ™ 
Savings bonds, plus the 0.4 billion dollars of interest paid out annually @ ' 
during and after 1946 on the series G bonds, is computed in Appendix Wj 0" 5 | 
B. It starts at 0.6 billion dollars in fiscal 1947, and rises slowly (with jm P cen! 
one dip) to 0.7 billions in 1951. It then increases sharply to 1.7 billions Wy mbine 
in 1952, 3.2 billions in 1953, and 4.1 billions in 1954 and succeeding Wj mterest 
years, as the big wartime sales are redeemed at maturity. me come gr 

A substantial proportion of this accumulated interest, paid at ma- would yi 
turity, would be taken in federal individual income tax, even after Wj lerest 
allowing for the facts that, first, some of this interest will be going to jj “mputa 
individuals whose income is too small to be taxable at all, especially jj Uales: 
under a postwar personal income tax that may carry slightly higher @ whether 
personal exemptions and credit for dependents, and, second, some of it 7 "egligibl 
will have been entered for tax on the accrual basis i in previous years’ § dollars n 
returns. The income tax to be assumed is the tax as it might be in the The it 
federal budget before including the interest charge, since what we seek Wj “all so. 
ultimately in these computations is the added tax necessitated by the7 
interest. The average marginal rate applying to the interest in the hands” 
of taxable recipients seems likely to be no lower than 20 per cent,™ 
and no higher than 50 per cent, insofar as any guess at all may bem ; 
hazarded for so distant a future. If 30 per cent is taken as a roug ghi 


i 
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sstimate and if seven-eighths of the interest is assumed to go to taxable 
individuals, the remaining interest—the economically significant inter- 
»t—would be roughly three-quarters of the amounts mentioned above, 
; (computed from data in millions, but rounded to tenths of billions): 


1947 $0.4 
1948 0.4 
1949 0.5 
1950 0.6 
1951 0.6 
1952 1.3 
1953 2.4 
1954 3.0 
1955 3.0 
1956 3.0 


Federal corporate income taxes will also recoup an appreciable part 
{the postwar interest. It may be useful to consider how much of the 
interest would be recouped by an assumed federal corporate tax system 
in which the excess profits tax and the capital stock and declared-value 
excess profits tax had been repealed, and the corporation normal tax 
and corporation surtax rate schedules were each half of what they now 

e, so that the normal tax would range from 7% per cent on corporate 
ncome up to $5,000 to 12 per cent on corporations with normal-tax net 
ncome of over $50,000, while the corporation surtax would range 
rom 5 per cent on corporation surtax net income up to $25,000 to 8 
yer cent on corporations with more than $50,000. The maximum 

mbined corporate rate under this assumption is 20 per cent. If the 
interest on the commercial bank holdings fell almost entirely in the in- 
come group above $50,000, the 1.5 billion dollars fully taxable interest 
vould yield 0.3 billions in taxes and the 0.2 billions of partially taxable 
interest would yield an amount negligible for purposes of the present 
computations. 

Unless the taxation of insurance companies is revised, it is doubtful 
whether the tax on their 0.5 billions of interest would be other than 
negligible for purposes of this analysis. However, an item of 0.1 billion 
iollars may be set down tentatively. 

The interest received by mutual savings banks will not be taxable 
tall so long as the present exemption of these banks continues. 

The Treasury notes of the Tax and Savings series and the balancing 
tm in Table III of “all other holdings” probably reflect corporate 
noldings in the main, and an average rate of nearly 20 per cent may 
teassumed to apply, yielding 0.1 billion dollars in revenue. 

The certificates of indebtedness and the Treasury bonds held by 


{ 

ij 
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“all other investors” (61 billion dollars) may be assumed to be dis. 
tributed about two-thirds among corporations and one-third among 
individuals, so that 0.7 billions of interest goes to corporations, which js 
taxed to yield somewhat over 0.1 billions. 

The only items remaining unaccounted for are the 0.3 billion dollars 
to individuals holding certificates of indebtedness and Treasury bonds. 
An average marginal rate of 40 per cent would produce 0.1 billions 
in tax. 

The result of these assumptions and computations, recapitulated in 
Table IV, is an annual interest charge on the federal debt of 339 


TABLE IV 
TotaL ANNUAL INTEREST CHARGE, AND PORTION AVAILABLE TO INFLUENCE Econom! 
ACTION, ON FEDERAL DEBT ASSUMED OUTSTANDING JUNE 30, 1946 
(money figures in billions) 


Economically Ineffective 
Annual Interest Charge | 
Type of | Amount of| cme Takenin | Annual Interest 
Investor Obligation Obliga- I rome Because Tax under | Charge Availa 
| (from Table IIT) |  tions* of Assumed | _ to Influence 
| — Nature of Postwar | Economic Action 
| | Investor Tax 
| System | 
Federal Reserve banks | Chiefly bills om 6h $0.1 — $ 00 
Commercial banks | Various | 111 1.7 — $ 0.3 4 
Chiefly individuals | Savings bonds A~G 63> 0.5-4.1° — 0.1-1.1 0.4-3.0 
Insurance companies | Chiefly bonds | 21 0.5 —_ 0.1 0.4 
Mutual savings banks | Chiefly bonds | 15 0.4 -— —_ 0.4 
Individuals, corpora- | Chiefly bonds and | 61 1. -- 0.2 0.8 
tions, fiduciaries | certificates 
(‘all other inves- | 
tors’’) 
Chiefly corporations Tax and savings | 23 0.4 | -- | 0.1 
| motes, and bal- | | 
ancing itemin | 
Table III | } | 
Federal agencies and | Special issues 20 0.5 } 
trust funds } | | 
Total | 339 | 5.1-8.7] 0.6 0.81.8 | 3.7-6.3 
* Par value, unless otherwise specified. 


Computed at current redemption values. 
Interest on discount bonds accrued to maturity, assuming practically all net purchases of any one year are 
held to maturity. 


billion dollars assumed to be outstanding on June 30, 1946, of 5.1 
billions to 8.7 billions,** depending on the year. These totals are reduced, 
by subtracting 0.6 billion dollars going to the government itself and to 
the Federal Reserve banks, and by subtracting a further 0.8 billions to 
1.8 billions (depending on the year) in tax taken under the assumed 
federal postwar tax system, to an economically significant interest 
charge as low as 3.7 billions (in fiscal 1948) and as high as 6.3 billions 
(in fiscal 1954, 1955, and 1956). The difference in these totals is due 


“The difference between these figures and the $5.9 billion and $7.3 billion given in a 
preceding part of the text reflects the different methods of computing interest on te 
discount Savings bonds. 
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‘o the growing size of the accumulated interest on the maturing Savings 
bonds 

B. Under Wartime Interest-Rate Structure and a Postwar Tax Pro- 
cram, but a Changed Distribution of Holdings. Even if the wartime 
interest-rate structure is maintained unaltered in the postwar period, 
the total interest charge may change appreciably, for there may develop 
irge shifts in the proportions of the debt held in various forms. 

The lowest-yielding obligations of all—the 34 of 1 per cent bills— 
seem unlikely to be dislodged in large amounts. They are held chiefly 
by the Federal Reserve banks and, apparently, the large commercial 
banks. The large banks would let their bills run off if their reserves 
got too low because of the demands for credit creation under a business 
boom, but reserve requirements would probably not be maintained 
it levels that would invite a general exodus from Treasury bills, if the 
government were committed to maintaining the structure of interest 
rates inherited from the war. Disposal of assets necessitated by a 
permanent shifting of deposits away from a given community is an- 
other matter. It may be doubted, however, whether the holdings of 
Treasury bills by large banks that will find themselves in this kind of 
a postwar situation are very great; and the banks to which the de- 
posits move would form a market to take up some of the bills. 

The certificates of indebtedness, paying 7% of 1 per cent, seem likely 
to be turned in on a large scale by one of the chief groups of holders— 
business corporations other than banks—unless postwar business runs 
at a low level. 

For ordinary Treasury notes and for tax Savings notes (series C), 
both paying about 1 per cent, there is a likelihood of some decrease in 
postwar holdings. 

The Treasury bonds with an interest rate of 2 per cent or less and 
amaturity of ten years or less are held chiefly by the commercial banks. 
Some of the smaller banks may lighten their holdings if they anticipate 
aloss of deposits and fear a substantial decline in market value at the 
same time, even though in fact (under the present assumptions) it 
never occurs. What the larger banks will do is a complex problem that 
goes far into the field of postwar management of the debt. But a 
reasonable possibility, at least, seems to be that the larger banks will 
retain their holdings, if in fact interest rates are maintained unchanged. 
The same remarks apply to the Treasury bonds with 2%4 and 2% per 
cent coupons maturing before 1955. The 2%4 per cent bonds maturing 
later, on the other hand, are held largely by insurance companies, mu- 
tual savings banks, trust funds, and wealthy individuals. These holdings 
are presumably fairly stable, so long as the holders believe that the 
structure of interest rates is to remain unchanged. 
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Of the 11 billion dollars high-coupon Treasury bonds (above 21, 
per cent) with call dates after June, 1946, 5 billions are being held by 
the commercial banks. 

Series G Savings bonds are probably in the hands of firm holders 
to about the same extent as the long-term 2) per cent bonds. 3 

The discount Savings bonds—series A to F—are of course the great 
mystery. Will they be held, almost all of them, to maturity? If not. 
will they be turned in during the late forties when most of them will 
still be accruing interest at a low rate, or in the early and middle fifties 
when the annual interest charge will be about twice as high? The 
possibilities of a change in the annual current interest charge resulting ie 
from a refunding of the Savings bonds are many. On the whole, any “ 
postwar movement out of Savings bonds before maturity will probably 
result in a lowering of the annuai interest charge if the structure of 
rates remains unchanged. 

If, then, it is the low-rate certificates of indebtedness and the high- 
rate discount Savings bonds that are most likely to be turned in by 
present holders in large amounts in the postwar period, the probable net 
change in annual interest charge, under an unchanged interest rate 
structure, would seem to be either not large enough to be significant 
(if the Treasury met the shift by selling a mixture of issues) or a 
substantial decrease (if the Treasury met the shift by selling low-rate, 
short-term obligations to the Federal Reserve banks and the commer- 
cial banks). 

The initiative in changing the distribution of holdings might come 
from the Treasury instead of the public, if the Treasury wanted to 
refund a large part of the short-term debt into obligations of longer 
term. The consequent increase in the annual interest charge could be 
substantial, even under an unchanged structure of interest rates. On 
June 30, 1946, under the assumptions above in Table III there would be 
outstanding about 30 billion dollars in Treasury bills (most of the 
Federal Reserve banks’ total holdings of 25 billions, plus perhaps 10 
billions in the commercial banks) and about 60 billions in certificates 
of indebtedness (about 20 billion dollars added to the 12% billions 
held by commercial banks September 30, 1943, plus 26 billions held by 
“all other investors”). If, for example, 20 billion dollars of 34 of ! 
per cent bills and 40 billions of % of 1 per cent certificates were re- 
funded into 2% per cent long-term Treasury bonds, the annual in- 
terest charge would rise by 1.1 billions. bes 

C. Under a Changed Interest-Rate Structure. If busines becomes 


not t! 
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* For a general discussion, see J. H. Riddle, “The Future of Interest Rates,” Bankers 


Magazine, March, 1943. 
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-) active in the postwar period that a price inflation threatens, and if 
‘he government attempts to forestall or check the inflation by restrict- 
ing credit, rather than through heavy taxation or direct controls, in- 
terest rates will presumably rise. The absolute restriction of credit, 
not the rise in business costs through increased interest charges, would 
be the instrument relied on, but the effect on the interest structure, 
although a by-product of the control measures, would still be important 
for the federal budget. 

Even before price inflation seems near, long-term interest rates 


cash on hand, but some corporations and entrepreneurs will not have 
all they need, and much of what the others have they may not be willing 
to move at prevailing interest rates. 

To illustrate the magnitudes involved, it may be assumed that the 
rate on certificates rises to 4 per cent and on Treasury bonds to 5 
per cent. Bills owned by the Federal Reserve banks would presumably 
continue to pay only 3% of 1 per cent, but on the open market their 
yield could not differ much from those of the certificates.*° By the end 
of a year, say June 30, 1947, the annual interest charge on the assumed 
60 billion dollars of certificates would have increased 1.9 billions; and 
on the 10 billions or so of bills not owned by the Federal Reserve 
System there would be an increase of about 0.4 billions, or 2.25 billions 
altogether on the short-term debt. Part of this increase would of course 
be taken in taxes, leaving perhaps 1.6 billion dollars net. The total 
annual interest charge of 6 billions as of June 30, 1946, assumed in 
Table III, would rise to 8 billions. The economically significant interest 
charge, estimated in Table IV above at 4 billion dollars, in fiscal 1947, 
would be 5 billions (to the nearest billion). 

The increase in the interest rate on Treasury bonds would take 
effect more slowly. Only 34 billion dollars of Treasury bonds are both 
callable after June 30, 1946, and maturing before 1956, and a part of 
these bear coupon rates from 2% per cent to 414 per cent, so that, by 
1956, the annual interest charge on the Treasury bonds outstanding 
June 30, 1946 (and on the bonds issued to refund them) would have 
increased by about 0.9 billions. Some holders of Savings bonds would 
turn them in before maturity to take advantage of the new rates on 
the securities not redeemable at the holder’s option. Interest rates on 
Treasury notes would also rise. Perhaps half a billion dollars should 
be added for these items. Of the 1.4 billion dollars, 0.4 billions might 


tion of credit in this context has extensive connotations. Refusal of the Fed- 
| Reserve System to buy all federal obligations offered on the open market at prevailing 
‘es would be “restriction of credit” in the sense used here. 

This assumes the Federal Reserve banks cease to buy bills under repurchase option. 
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be taken in taxes. As a rough guess, it appears that a change in the 
interest rate structure of the kind postulated above would, by 1956. billic 
raise the annual federal interest charge, as computed in Table IV, tp prop 
12 billion dollars, while the economically significant interest charge ; 
would be 9 billions, on a debt assumed unchanged at about 340 billions 
It must be recalled, however, that most observers are not anticipating cent 
so substantial a rise in rates. On the other hand, these calculations make inter 
no allowance for a loss of confidence in the value of the dollar that 
might result from a substantial rise in prices; the consequent effect 
on the interest-rate structure could be very great indeed. inter 

The computations made on the basis of an increase in medium-term way 
and long-term interest rates do not assume anything explicitly about appr 
a shifting of holdings, but it is likely that a large part of the medium- billic 
term debt (ten-year bonds, for instance) would move out of the com- ings 
mercial banks as soon as, or before, the upward trend in interest rates of th 
became generally apparent. This comment leads to the further observa- of th 
tion that if the Treasury does determine to maintain the interest-rate lions 
structure unchanged by absorbing all offerings through borrowing from year's 
the Federal Reserve banks, and if the commercial banks, nevertheless, than 
do not as a whole believe that the rate structure will in fact be main- affec 
tained, there can result the paradox that a pressure toward higher in- 
terest rates will lower the federal interest charge,, as the 2 per cent 
bonds (for example) are converted into, say, 34 of 1 per cent bills. No 
value judgment is here passed,on the possibility; it is noted merely 
as an example of the ways in which the problem of the federal interest 
charge may tend to be resolved into another kind of problem. 

D. Summary of Interest Charges. The data on annual federal in- the i 
terest charge that have been presented above—some of them actual but nomi 
most of them hypothetical—may be summarized as follows: an ec 


As of September 30, 1943, the annual interest charge was nearly 
3 billion dollars, but less than 2 billions was immediately available to to be 
influence the economic actions of the recipients (“economically sig- 
nificant”), as shown in Table I. distr 

If borrowing requirements for the three fiscal years, 1944-46, total persi 
198 billion dollars, so that the debt reaches 339 billions, the annual chief 
interest charge at the end of fiscal 1946 will be between 5 billions and some 
6 billions if the structure of interest rates remains unchanged. The 5 The | 
billion or 6 billion dollar interest charge of 1946 would include slightly varia 
less than 4 billions of economically significant interest. The assumption and | 
of 198 billion dollars additional borrowing is probably more than most it wil 
observers consider likely, but it has been selected for present purposes, Te 
in order to bring the interest question into sharp focus, while avoiding requi 


are 
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‘possible assumptions. By assuming a smaller increment than 198 
b billions, these interest totals can be cut correspondingly, by a roughly 
proportionate cut in the increase they represent over the September 
1943, figures (disregarding the fractions of a fiscal year). 

If the rate structure rises to a level where certificates bring 4 per 
cent and bonds 5 per cent, the change starting in 1946, then the annual 
interest charge rises to 7 billion or 8 billion dollars by 1947. The part of 
the interest available to influence economic action rises to 5 billions. 

In the later years of the postwar period—1953 or thereabouts—the 
interest charge will be larger, on the same total debt, because of the 
way the annual interest charge on the Savings bonds grows as they 
approach mz ape Under an unchanged rate structure it passes 7 
billion dollars (or nearly reaches 9 billions, depending on how the Sav- 
ings bond accrual is computed), as shown in Tables III and IV, instead 
of the 5 billions to 6 billions of 1946. The economically significant part 
uf the interest passes 6 billion dollars instead of falling short of 4 bil- 
lions as in 1946. And if the interest-rate structure moves up, the later 
years have still another reason for showing a heavier interest charge 
than the earlier; it takes a while for the change in long-term rates to 
affect the total. The total in the middle fifties would reach 11 billion 
12 billion dollars, and the economically significant part would reach 
) billions. 


IV. The Interest Charge, Tax Rates, and the National Income 


To obtain an approximate idea of what the assumed postwar interest 
charge means in terms of taxation, let it be supposed ‘that the part of 
the interest charge that is immediately available to influence the eco- 
nomic actions of the recipients (‘‘economically ‘significant”) requires 
in equal amount of tax revenue, obtained from an addition to the rates 
of the individual income tax. How many percentage points would have 
to be added to the individual surtax scale? 

The answer depends chiefly on the volume of income payments, the 
distribution of income recipients according to size of income, and the 
personal exemptions and credit for dependents, since these are the 
chief determinants of the tctal surtax net income. Table V presents 
some data on these points (except the distribution) for recent years. 
The answer will evidently differ greatly depending on the values these 
variables take. Surtax net income was only 9 billion dollars in 1939 
and 13 billions in 1940. In 1941 it was 24 billions. For calendar 1943 
it will probably be close to 60 billions.: 

To raise 3.7 billion dollars on a surtax base of 9.2 billions would 
require an average of 40 additional percentage points all along the 
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surtax rate scale (or some equivalent non-uniform addition). No doubt 
the answer to this, in practice, as well as in theory, ‘is that if income 
payments ever went as low as the 71 billion dollars of 1939, little or no 
attempt ;would be mace to raise, in such a year, 3.7 billions more ip 
tax revenue than would have been raised in such a year if there had 
been no interest charge. And if any attempt were made to raise the 3.7 


TABLE V 
RECENT VARIATIONS IN FEDERAL INDIVIDUAL INCOME SuRTAX Base 
Catenion Income Personal Exemption and Dependent Credit f Surtax 

Year Payments* = Net Income 

(billions) Married Single Dependent (billions) 
1939 $ 70.8 $2,500 $1,000 $400 $9. 
1940 76.5 2,000 800 400 13.2 
1941 92.2 1,500 750 400 23.74 
1942 115.5 1,200 500 350 e 
1943 141.9 1,200 500 350 e 


® Survey of Current Business, January, 1944, p. 17. 
b Statistics of Income for 1939, Part I, pp. 8-9. Net income of taxable individual and fidy- 


ciary returns, $15.8 billion, minus personal exemptions of $6.0 billion and credit for dependents 


of $0.6 billion on such returns. The earned income credit, deductible in arriving at normal 
tax net income, totaled $1.2 billion on such returns. 

© Statistics of Income for 1940, Part I, pp. 76-77. Net income of taxable individual and 
fiduciary returns, $23.6 billion, minus personal exemptions of $9.5 billion and credit for 
dependents of $0.9 billion on such returns. The earned income credit on such returns totaled 
$1.9 billion. 


4 Preliminary estimates, Treasury Press Release, March 25, 1943, No. 35-82. Includes 
estimates computed from 1040-A returns. Net income of taxable returns, $46.0 billion, minus 


personal exemptions of $19.9 billion and credit for dependents of $2.5 billion on such returns 
The earned income credit on such returns totaled $4.0 billion. 
© Data not available as this is written. 


billion dollars it would not be done with personal exemptions as high as 
$2,500 and $1,000. Still, the 40 points is a useful figure to remind us 
how far we have moved, in so short a time, from the dollar income 
levels of the late thirties.** To raise 3.7 billion dollars on a surtax base 
of 23.7 billions would require an average of 16 additional percentage 
points all along the surtax rate scale. The 23.7 billion dollar surtax net 
income reflects income payments of 92 billions as distributed in 1941, 
with personal exemptions and credit for dependents of $1,500, $750, and 
$400. \Using the ‘higher interest figure (6.3 billions) for the middle 
fifties implies an additional 27 percentage points on the surtax scale, 
under these conditions. Evidently the political and social repercussions 


“If instead of the $3.7 billion figure, the upper figure in Table IV is used—s6.3 billion 
(refle-ting the high-interest segment of the Savings bonds’ span)—the required addition 
is 68 percentage points. But this higher interest charge would not be reached until 1953, 
and by that time the country would supposedly be well above a $71-billion income-payments 
level even in a depression. 
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of the economically significant part of the assumed interest payment 
would be substantial at an income payments level of 92 billions. 

Data showing the surtax net income that accompanied the 116 bil- 
lion dollars of income payments and the still lower exemptions of 1942 
are not available as this is;written, but perhaps it will be not far from 
40 billions.*** To raise 3.7 billions on such a surtax base would require 
an additional 9 percentage points all along the surtax rate scale; to 
raise 6.3 billions would require an additional 16 points. 

Even 9 additional points on the surtax scalejis enough to create a 
good deal of difficulty for the Ways and Means Committee ‘and Fi- 
nance Committee. Table VI shows the increase,'in percentage points,*’ 
at several surtax income levels, that was enacted by Congress in the 
big war revenue bill, the Revenue Act of :1942. The increase was 
sjightly greater than the last colurnn would indicate, since the personal 
exemptions and the credit for dependents were lowered at the same 
time (see Table V). 

TABLE VI 


Rate Set in Revenue 


Increase over Rate 
Act of 1942 for Block | c+ in Revenue Act 
of Surtax Net In- of 1941 


come Indicated 


Surtax Net Income* 


13 


Over $ 4,000 but not over $ 6,000 20 7 
Over $ 10,000 but not over $ 12,000 32 7 
Over $ 32,000 but not over $ 38,000 58 8 
Over $100,000 but not over $150,000 79 14 
Over $200,000 82 5 to 15 


‘Personal exemptions were lowered substantially and credit for dependents lowered 
shtly in the 1942 Revenue Act. In addition, the normal tax rate was increased by 2 


e point 
pont 


The increase was larger, at some levels,'in the Revenue Act of 1941 
over the levels set by the Revenue Act of 1940), as Table VII shows. 
The largest increase in any bracket!of the scale was 17 percentage 
points, for all the brackets lying between $12,000 and $44,000. If, 
because of the interest payments, Congress needs to impose an extra 
10 points or so to forestall or check a postwar inflation, experience does 
not give grounds for believing that the increase will be readily voted. 

The income payments level of 142 billion dollars probably supplies 
a surtax net income (under present exemptions and credit) of nearly 
60 billions. To raise 3.7 billions extra on such a base would require 


“A bps press release of April 28, 1944, giving a preliminary report on 1942 
lividual incomes, indicates a surtax base of $37 billion (if a 10% deduction is assumed 
the gross income of 1040A returns). 

it is, an increase of 7, to 13, means that the rate in the 1941 Act was 6%, and in 
1942 Act, 139 % 
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only 6 percentage points on the surtax scale. To raise 6.3 billion dollars 
would require 10% points. The 142 billion level, however, may repre. 
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sent, on balance, superemployment (at present price levels); that js a 


more people working and many of them working longer hours and more 
intensely than they will want to in the postwar period even assuming 


that everyone easily finds all the work he wants. 


A common comparison, in, studies of a national government’s interest 
charge, is between national income and the amount of interest; the in. 
terest is expressed as a percentage of income. From the viewpoint of the 


TABLE 


Surtax Net Income* 


VII 


SUL 


incol 
lions 
enou 


can | 


Rate Set in Revenue 
Act of 1941 for Block 
of Surtax Net In- 


Increase over Rate 
Set in Revenue Act 


0. 
come Indicated of 1940 


6 6 
13 


Not over $ 2,000 
Over $ 4,000 but not over$ 6.000 


Over $ 10,000 but not over $ 12,000 25 15 
Over $ 32,000 but not over $ 38,000 50 17 
Over $100,000 but not over $150,000 65 7 
Over $200,000 but not over $250,000 67 5 


“Personal exemption for married taxpayers was lowered substantially and for single 


taxpayers slightly in Act of 1941. “Defense tax” of 1940 (10% of ordinary tax—less on 
high incomes), repealed in 1941, not included. 


present paper, such a comparison is invalid for two reasons: first, part 
of the interest payment is either sterilized or is absorbed by already 
existing taxes and hence adds little or nothing to the social, political, 
or economic strains that are associated with taxation; secondly, it is 
the tax base in conjunction with the national income, not the national in- 
come alone, that is relevant in a comparison that seeks to measure the 
strains imposed by the taxes that are levied because of the interest 
payment. Four or 5 billion dollars a year of revenue through higher tax 
rates or new taxes, made necessary by a postwar interest charge, is 
small compared with a national income of 120 billion to 140 billion dol- 
lars.** This kind of comparison, however, does not indicate the degree o! 
strain—social, political, and economic—that may be involved in such 
taxation. Most of the national income is nontaxable in the sense that it 
reflects the bare necessities of life, and is not likely to be tapped. The tax 
rate on the remainder of the income must be correspondingly higher; and 
for many purposes the height of the rate is a significant datum. The 
political difficulties, the social strains, and the total effect on economic 
incentives are not all the same under a tax at a high rate on a small tax 
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* Data on income payments were used above because the discussion was in terms 0! 
the individual income tax. For the more general discussion here, national income data are 
more relevant. 


|_| 

|| 

| 

will 

If 
surta 

noi 

be re 

pape 

rad 

me 
real 

ansy 

lede 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 75 


base as under an equivalent tax (equivalent as to revenue, or under 
any other standard) at a low rate on a large base. Compared with the 
yurtax net income base that may be available, even under a national 
income of 140 billion dollars, new taxes or higher rates to raise 4 bil- 
lions or 5 billions are not negligible. Neither do they appear to be 
enough to cause an economic deadlock. But both of these observations 
can be only tentative until the rest of the fiscal picture-puzzle is filled 
in by other studies, for the significance of the extra 5 or 10 points on 
the surtax scale, or of the sales tax, or whatever tax measure is used, 
will depend greatly on the already existing level of taxation. If, for 
example, 5 or 10 points go on top of a surtax scale that already starts 
at, say, 10 per cent and rises to a maximum of, say, 40 per cent, the 
effects of the extra points would presumably be much smaller than if 
they must go on top of a surtax scale that starts at, say, 30 per cent and 
rises to 80 or 90 per cent. 

If interest rates rise, the added number of points required on the 
surtax scale by the interest charge will grow correspondingly. On a 60 
billion dollar surtax base, 5 billions requires an average of slightly over 
points increase; and 9 billions—the possible economically significant 
interest charge in 1953—-would require a 15 point increase. 

The economic impact of such tax increases might possibly be 
be recalled that the assumed postwar debt is somewhat larger than is 
commonly contemplated at this time. 

Over a somewhat longer postwar period than is covered by this 
paper, a factor of major importance would need to be considered: the 
possibility that the general price level would decline. If it declined 
gradually because productivity increased, the total national money in- 
come could remain the same, and the tax rates could (roughly speak- 
ing) remain the same. The interest recipients would be getting a larger 
real income than they had contracted for. Whether the community 
would be disturbed by that fact is a question that is merely posed here, 
not developed. If the general price level declined owing largely to 
causes other than increased productivity, the question then arises 
whether the decline would or would not be associated with a large 
amount of unemployment. This question, too, can only be mentioned 
here. In any complete study of the postwar interest problem it obviously 
deserves attention. 


V. Conclusion 


Actually, the present analysis has only started to give a quantitative 
answer to the question: what are the economic implications of the 
federal interest charge? A quantitative answer cannot be given, even 
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in roughest form, without assuming some alternative war finance Policy 
that somehow or other would have avoided the creation of all o; 
part of the interest charge. The results under the latter program, com. 
pared with the results under the program assumed here, would give the 
kind of an answer that would be useful to the policy maker. For ex. 
ample: if all the government’s wartime borrowing had been done at the 
Federal Reserve banks, it does not necessarily follow that the postwar 
tax requirements to prevent a postwar inflation would have been any 
less than they are going to be under the existing pattern of borrowing 
The economically significant postwar interest charge would indeed 
have been zero; but the postwar stock of money in the hands of in. 
dividuals and business firms would have been much larger. It is con- 
ceivable that the decrement of postwar taxation made possible by the 
lack of an economically significant interest charge would be just about 
offset by the increment of taxation needed to keep in check the in- 
flationary power of the extra stock of money. Nothing in the analysis of 
the present paper indicates that the postwar tax requirements, as 
measured by the aim of preventing or checking a postwar inflation, 
are going to be any greater under the present borrowing pattern than 
they would have been under some other financing pattern that in- 
volved no substantial increase in wartime taxation. Even if a much 
heavier wartime taxation program is postulated in the alternative 
financing program, some important parts of the answer are not easily 
discernible. For instance, would a much heavier wartime tax program 
have resulted in a lower level of factor prices, especially wages—or a 
higher level—than now prevails? About all that the present analysis 
does indicate is this: under the existing finance policy, if heavy dei- 
icits continue for another two or three years, the federal government 
in the postwar period will have to impose more taxes, equivalent to 
perhaps 10 points or so on the surtax base as defined in the Revenue 
Act of 1942 (and many more points if interest rates rise) than if there 
had been no war. But even this comparison is highly conjectural; the 
present paper is therefore essentially a descriptive or classificatory 
statement, not a testing of a particular consequence derived by reason- 
ing from some general hypothesis concerning the interdependence of 
two or more variables, such as the amount of the federal interest charge 
and the total amount of taxation to be imposed.” 


* The analysis here does study part of the relations between (a) the amount o! te 
interest charge and (b) the incremental amount of taxation to be imposed on top 0! a 
unspecified initial amount of taxation imposed for all reasons other than the interest charee 
But, as indicated above, this unspecified initial, or base, amount of taxation may be dif- 
ferent under some other program of war finance; e.g., a program whereby the borrowing 
is done wholly from the Federal Reserve banks. Hence the total amount of taxation !s 0, 
in the analysis above, made a function of the interest charge. 
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APPENDIX A 


Holdings of Federal Obligations by Commercial Banks 
|. Holdings of 6149 Commercial Banks, September 30, 1943* 


le 
eX- 
; Par Value Current Current Annual 
in Type (in billions) Interest Interest 
var Rate (in millions) 
Subject to federal income taxes 
ne Certificates of indebtedness $11.9 %K $104 
iis Treasury bills 6.4 ¥% 24 
eed Treasury notes 7.0 1.3> 91 
in- Treasury bonds 12.4 2 247 
Guaranteed issues 0.8 1» 8 
th exempt from federal income 
ne 
oul Treasury bonds 13.5 gb 379 
in- Guaranteed issues 1.7 2.3 40 
Wholly exempt from federal income 
as Treasury notes 0.6 0.9> 5 
on. Treasury bonds Cc 2.2» — 
1an ‘, Other than public marketable 
in interest-bearing (1, 2, and 3) 
. 
; Depository bonds, Savings bonds 
uch ind Savings notes 13 
Ive 
: Total 55.0 911 
sily 
‘am ‘Treasury Bulletin, November, 1943, pp. 48-49. 
Weighted average. 
8 Less than $50,000,000. 
lef- 
ent I]. Computation of Net Interest Payment After Tax 
= 
nue For the 6,149 [For All Commercial Banks, 
ere Commercial Banks| — Data 7 col. (1) 
(in millions) | Are 95% of Total 
the (in millions) 
ory Total current annual federal interest now| 
on- deing received by commercial banks on 
holdings, as of September 30, 1943, $911 $959 
, Ul I which, 
irge Wholly exempt from federal taxes 5 6 
txempt from normal tax (and surtax on 
5,000 of principal) 419 441 
of ully taxable 487 512 
= nated current federal corporation 
. ne and excess profits taxes 270 
if- nterest payment 689 
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[II (a) Recent Trends in Commercial Bank Holdings of Federal 
Obligations 


Recent trends indicate that the commercial banks’ future purchases 
of federal obligations will be split three ways, about equally, between 
certificates (7g per cent), notes (1% per cent), and bonds (2 per 
cent); the bill holdings will probably not increase at all. An average 
interest rate of about 1% per cent will therefore probably prevail on 
such purchases. 

Of the last 50 billion dollar increase in federal debt (12/31/42- 
)/30/43), the commercial banks took 16.8 billions (33 per cent). The 
total commercial bank holdings are estimated by multiplying the hold- 
ings of those banks reported in the Treasury Bulletin by 1.053. 


[II (c) Nature of Commercial Bank Holdings of Public Marketable 
Interest-Bearing Federal Obligations, s.ugust 31, 1942- 
September 30, 1943 


(in billions of dollars) 


Certificates | 
Treasur Treasury | Guaranteed 
Bills of Indebted- reg | Bonds Issues 
ness 
8/31/42 2.6 3.0 3.6 16.4 2.9 
9/30/42 2.9 4.0 4.5 16.4 an 
10/31/42 | 3.5 3.8 5.8 | 17.4 2.6 
11/30/42 4.2 4.4 5.8 17.4 
1/31/43 5.6 6.6 Be 19.8 2.65 
1/28/48 | §.3 6.8 ge 
31/43 5.1 6.8 5.85 | 20.8 a 
30/43 6.4 9.2 5.8 
13 7.0 9.8 5.8 | 20 | 2.6 
30/43 6.5 9.8 3.9 24.2 2.6 
1/43 5.9 9.9 7.9 24.7 2.4 
9/30/43 6.4 | 11.9 | 7.6 24 
Treasury Bulletin. 
APPENDIX B 


Computation of Interest on Assumed 
Federal Debt of June 30, 1946 


savings Bonds. The interest on the Savings bonds (series A-F) may 
be computed in any one of several ways, depending on the question 
being asked. The August, 1943, Treasury Bulletin (page 4) shows for 
series E, F, and G bonds, as of each half-year period during the ten 
years, the approximate investment yield (1) on purchase price from 
ssue date to beginning of each half-year period and (2) on current 
redemption value from beginning of each half-year period to maturity. 
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These percentages are averages for periods starting with issue dat 
or ending with maturity date. For the analysis in the text above. , 
different kind of computation is more relevant: we ask, what is the rate 
of interest obtained by holding the bond for one more year starting with 
any given year, and expressing the rate as a percentage of the te. 
demption value of the bond at the start of the given year? For example, 
the redemption value at the start of the seventh year, for an E bond with 
an issue price of $37.50, is $42.00, and the redemption value at the 
start of the eighth year is $44.00. The difference, $2.00, is 4.76 per 
cent of $42.00. Moving back one year, the current redemption value 
at the start of the sixth year is $41.00. The $1.00 accrual gained by 
holding to the seventh year is 2.44 per cent of $41.00. So, if a wave of 
redemptions happened to hit the Treasury at the start of the sixth 
year of life of the bonds instead of the seventh year, the Treasury 
would be spared the necessity of providing 2.44 per cent interest for 
that extra year; but if the redemption demands came at the start of 
the seventh year instead of the eighth, this particular set of alterna- 
tives means 4.76 per cent interest for the year. The percentages for 
each of the years are shown in Table B-1 below. 


TABLE B-1 
Serres E, Savincs Bonds 


Interest, from Beginning of Specified Year Following Issue Date to Beginning of Next Vear 
As Percentage of Redemption Value at Beginning of Specified Year 


Example: Bond with Issue Price $37.50 


Difference Between Redemption Value at 
Beginning of Specified Year and Beginning 


Redemption Value of Next Year 


at Beginning of 
Next Year 


As Percentage of 

Redemption Valu: 
at Beginning of 
Specified Year 


Year Following 
Issue Date 


In Dollars 


.67 
32 
96 
56 
50 
44 
76 
55 
35 
17 


1st 
2nd 
3rd 
4th 
5th 
6th 
7th 
8th 
9th 
10th 


The accruing interest on the discount Savings bonds (series A-F 
assumed outstanding June 30, 1946, has been computed in this way, 
and the results are shown in Table B-2 below. If it is assumed that 
new Savings bonds of the same kind are issued to refund, the interest 
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charge attributable to the refunding bonds is less than 50 million 
dollars until 1954, in which year, however, it rises to 250 millions or 
so. The second “Total” line in Table B-2 includes interest (computed 
the same way, from Table B-1) on such assumed refundings. 


TABLE B-2 
«xUAL INTEREST CHARGE AFTER FISCAL YEAR 1946 on Discount Savincs Bonps In TERMS 
or INCREASED REDEMPTION VALUE FROM ONE ‘EAR-END TO THE NEXT 
(in billions of dollars) 
ins: (1) Redemptions Before Maturity Almost Wholly of Bonds Held Less Than 
One Year 

2) Sales Less Redemptions Equal $11 Billion in Each of Fiscal Years 1944-1946 

f Interest at Rates (on Redemption Value at Start of Preceding Fiscal Year) 

Indicated in Table B-1* 
t discrepancies in addition are due to rounding off to nearest tenth of a billion) 


,ount | Cumulated j 
alue on 
which 1947 1948 | 1949 
Interest is 
y”| Computed® 


0.6 


0 
1 
1 
4. 
8 
1 
1 
1 


a) 

© 


ing interest on Savings 
med issued to refund old 


1.6 


s app lic - “y to series A~D discount bonds differ slightly, but not enough to affect the ethan of 
I tal fends received” from “Gross sales,” less ‘“Total redemptions,”’ plus ‘‘Accrual] of redemption 
Net change”), Treasury Bulletin, August, 1943, ». 34. 
ted by applying, to the “amount assumed purchased,” the approximate-investment yield percentage 
rice for the number of years held (Treasury Bulletin, August, 1943, p. 4), multiplying by number of 
adding to amount purchased; e.g. $483,000,000 times .0276 times 9 (years) is added to $483,000,000 
e for ay plying the 4. 17 % specified in Table B-1. 
I 36 disregarded as quantitatively unimportant. 
har $50 million. 
it discrepancy between 133 per cent of the amount in the first column and the sum of the succeeding 
t ~% line results from rounding off to nearest tenth of a billion. 
thetical. 


Before including interest on refunding bonds, the annual interest 
charge on the discount Savings bonds assumed outstanding on June 
30, 1946, with a redemption value at that time of 50 billion dollars, 
is 0.9 billions in 1947, and rises fairly evenly to a peak of 2.2 billions 
in 1953, tapering off to 0.6 billions in 1956, the last year of these 
calculations. Including interest on refunding Savings bonds, the total is 
the: same (in tenths of billions) until 1952, and the peak, also in 1953, 
is higher »y only 0.1 billion dollars. 

The computations do not take account of the fact that series A- D 
and series F of the discount bonds have different sets of annual in- 
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; 1954 | 1955 | 1956 
Pur H | 
VU | 
| 0 | | 
| | | 
| 
1) 0.2 
4 8.4 | 0.4 0.4 
14 1.08 1 |} 0.6 | 0.6 | 0.6 
$5 11.0% 1 | 0.6 0.6 | 0.6 | 0.6 | 
: 194 11.08 1 | 0.3 | 0.6 | 0.6 | 0.6 | 0.6 
| 0.9 | 1.1] 1.4 | mm] 1.9 | 2.2 | 2.3 | 2.0] 1.6] 1.3 
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terest accruals from series E, but the error thus introduced is almos, 
negligible in the present computations (to the nearest tenth of q pjj. 
lion dollars) in view of the slightness of the difference in the series 
A-D schedule and the small amount of series F outstanding (1.2 pj. 
lion dollars on June 30, 1943). 

In principle, the same kind of computations should have been made 
for series G bonds, but it did not seem worth while to do so, in view of 
the much smaller amount assumed outstanding and the smaller varia. 
tions in the year-to-year interest rates. On June 30, 1943, 5.1 billion 
dollars were outstanding; there is assumed an increase of 3 billions a 
year in each of the fiscal years 1944-46 inclusive; and to the resulting 
total of 14.1 billions, the average interest rate for holding over the 
twelve-year life of the bond—2.5 per cent—is applied, giving an 
annual postwar interest charge of 0.4 billions a year. 

In summary: computed on the year-to-year basis, the annual in- 
terest charge on the amount of Savings bonds assumed outstanding 
June 30, 1946, varies between 1.3 billions and 2.7 billions a year, 
provided each bond is held to maturity and the maturity value is 
refunded by a similar type of bond. 

This computation assumes that, considering the Savings bonds by 
themselves, the money to pay the interest is borrowed. This is merely 
a convenient assumption to make in the present rough computations, 
and is not intended to imply that in general the interest on the federal 
debt will be met this way. The discount feature of the A-F bonds does, 
however, offer some interesting points for speculation. It seems likely 
that accumulated interest on matured Savings bonds and principal will 
constitute a payment that is homogeneous as concerns the bondholder’s 
decision what to do with the money. He is not likely to consider his 
$25, for example, as consisting of two elements, one the $18.75 that 
he put in and the other the interest that has accrued. The government 
then in office may take the same attitude. It may seem natural, whether 
or not desirable, to talk of refunding, not the $18.75 that originally 
went into the Savings bond, but the $25 that is paid out. To put it 
another way, will the then Secretary of the Treasury urgently demand 
a rise in current taxes by enough to pay the long-accrued interes! 
element in every bond that is being presented for redemption, while 
borrowing only enough to pay off the original purchase price? It seems 
unlikely that he will. The use of discount bonds probably promotes 4 
tendency to borrow to pay interest. Of course it would be possible to 
keep tax revenues as high in the intervening years as they would be 
if coupon bonds were issued, and, to that extent, there would be Just 
as much or just as little borrowing to pay accrued interest as to pay 
coupon or check interest. Perhaps that is the case at the moment, ! 
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nly because Congress has given little or no explicit attention to the in- 

‘rest on the federal debt, accruable or otherwise, current or postwar, 
in setting its tax goals in the past few Revenue Acts. The question still 
-emains, though, how will postwar Congresses react to the accumulated 
interest feature? 

For certain purposes, as explained in the text above, it is important 
to consider not the year-to-year accrual of interest on discount Savings 
bonds, but the accumulated interest at time of maturity. Under the 
assumptions made thus far, this amount will be one-third (slightly less 
for series F) of the amount assumed purchased and held to maturity 
see first column of figures, Table B-2). The cumulative interest 
harge payable on maturity under these assumptions is as follows: 


Accumulated Interest 
Payable on Maturity 
Fiscal Year (billions ) 

1947 $0.2 

1948 0.1 

1949 0.2 

1950 0.3 

1951 0.3 

1952 1.3 

1953 2.8 

1954 3.7 

1955 3.7 

1956 3.7 


To this must be added the 0.4 billion dollars a year on series G 
bonds. The total of interest actually paid out to holders of Savings 
bonds hence rises from 0.6 billions in fiscal 1947 (0.5 billions in fiscal 
1948) to 4.1 billions in fiscal 1956 (assuming the G bonds are re- 
funded with similar bonds). 


Treasury Bonds Held by “All Other Investors.” In estimating the 
interest on Treasury bonds (including “other bonds”) held by “all 
ther investors,” data in the Treasury Bulletin (November, 1943, 
page 48), showing the distribution of the various types of Treasury 
bonds as of September 30, 1943, are helpful. Of the total 16.1 billions 
oi Treasury bonds so held (including some bank and insurance com- 
pany holdings), 5.0 billions carried a 2 per cent coupon, 5.4 billions a 
2’) per cent coupon, 1.2 billions a 234 per cent coupon, and 1.0 billions 
427g per cent coupon. There were 2.3 billion dollars with a coupon of 
} per cent or higher, but 1.7 billions of these were callable before July 
|, 1946, and this 1.7 billions, it may be assumed, are refunded at 2 per 
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cent to 2% per cent. Only one issue with less than a 2 per cent coupon 
was held—0.6 billion dollars. Of the total 16.1 billions, 0.1 billions were 
wholly tax-exempt, 5.5 billions partially tax-exempt (of which 1,7 pj. 
lions were callable before July 1, 1946) and 10.5 billions were fyjly 
taxable (federal taxes). 

If the interest structure of 1943 is maintained throughout fiscaj 
1944, 1945, and 1946, and the new bonds carry an average 214 per 
cent coupon, an average interest rate of 23¢ per cent may be assumed 
for June 30, 1946, for the 35 billion Treasury bonds held by “all other 
investors” (excluding, here, all bank and insurance company holdings). 
All but about 4 billion dollars will be fully taxable; these 4 billion 
carry an average coupon rate of 27% per cent. Hence the remaining 
31 billions can be assumed to average 2% per cent. 


Treasury Bonds Held by Insurance Companies. The larger part of the 
insurance companies’ holdings of Treasury bonds on September 30, 
1943, was in the 2% per cent issues. An average of 2% per cent on 
the assumed 21 billion dollars of June 30, 1946, seems reasonable, 
giving an annual interest charge of 0.5 billions. 


Commercial Bank Holdings. An estimate of the interest on the federal 
obligations assumed to be held by the commercial banks on June 30, 
1946, involves substantial errors, both because of the large holdings 
and because the investment policy with respect to maturities may 
change. With respect to their 57 billion dollars of holdings of public 
marketable interest-bearing federal securities as of September 30, 
1943, the banks would be receiving in the postwar period, after allowing 
for refunding, about 700 millions in interest fully subject to the federal 
income tax and about 200 millions subject only to surtax. 

The banks are assumed to add 54 billions to the 57 billions. They 
have been dividing their recent increases in federal holdings about 
evenly among certificates of indebtedness, notes, and bonds, though 
over a longer period—a full year back—the note purchases have been 
less important than the other two. As bank holdings grow, it is likely 
that there will be a slight drift to shorter maturities, hence to lower 
average interest rates. On the whole, an average rate of 1.5 per cent 
on the additional 54 billion dollars is probably reasonable. This gives 
a total of 1.7 billions interest. 


Other Holdings. Certificates of indebtedness are assumed to continue 
the 7% of 1 per cent rate that has been employed thus far. 

Federal Reserve bank holdings are assumed to be almost entirely 
in bills, at 34 of 1 per cent. 
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The “interest on investments” in the Unemployment Trust Fund, 
the Federal Old-Age and Survivors’ Insurance Trust Fund, and other 
‘rust accounts was estimated at about 300 million dollars for fiscal 
1044 in the Budget for Fiscal 1944. This is apparently the interest on 
the more than 11 billion dollars of “special issues” that will be out- 
standing in fiscal 1944, indicating an interest rate of about 2% per 
cent, which is used in Table IIT. 

The Treasury notes of the tax and savings series carry an interest 
rate averaging close to 1 per cent if the notes are held to maturity. This 
rate is used in Table IIT. 

The mutual savings bank holdings are concentrated in the Treasury 
bond issues, Chiefly in the 2% per cent issues. An average rate of 2% 
oer cent on June 30, 1946, holdings seems reasonable. 

- For the balancing item, all other holdings, an interest rate of 134 
ner cent has been assumed. 
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DISCUSSION 


Apsa P. LERNER: The criticisms that I have to make of Professor Shoup’s 
paper would probably be accepted almost entirely by him. It seems to m, 
that his separation of the significant portions of the interest payments on the 
federal debt, although a careful and useful piece of work, is liable to lead t) 
misunderstanding. Professor Shoup has investigated how much of the interes 
payments would be available for increasing private spending that might haye 
to be offset by government measures to prevent inflation. Many readers wil} 
be tempted to assume that there is an inevitable necessity for a corresponding 
amount of additional taxation. This does not follow, as I am sure Professo; 
Shoup clearly sees. The private spending out of interest payments may jn. 
stead take the place of public works or other expansionary measures that 
would otherwise be needed to check a deflation. 

Professor Shoup quotes from my article on functional finance the statement 
that the government should never tax merely for the purpose of raising money. 
and goes on to argue that this does not differ as much from traditional public 
finance as might appear on the surface. If total effective demand is jys 
sufficient to provide full employment without threatening inflation, the ; 
nificant portion of the interest payment on the national debt, by increasing 
the income of the recipients, induces them to spend more. This excess spending 
must be counteracted by taxation. Consequently the payment of the interest 
involves the necessity of raising more in taxes, and we seem to be back 
almost at the old formulation which declares that the government must impose 
taxes because it has to raise the money to make the interest payments. There 
remains only the difference, stressed by Professor Shoup, that the additional 
taxes need not be equal to the amount of the interest payments. There is no 
one-to-one ratio between the interest payments and the extra taxes they mak: 
necessary; and the paper consists in part of a search for an alternative rati 
Such searching after ratios which cannot adequately express a more a 
economic relationship—and which are then abandoned for other equally un 
satisfactory ratios—is very common in the history of economic thought 
need only mention the velocity of circulation and the organic composition 
capital. 

The essential advantage of the new formulation is that it complete) 
abandons the search for any such ratio. Professor Shoup is properly con- 
cerned with the harm to society that can come from additional taxes made 
necessary by the interest payments. But the exact nature of the harm is 
obscured by the reversion to the old formulation. 

If we approach the matter from the new formulation, we can see that most 
of the apparent evils from these taxes do not arise. There are five such ap- 
parent evils. 

First, the extra taxes are necessary only when in their absence there would 
be too great an effective demand. They cannot, therefore, be conceived as 
reducing demand below the optimum level. The taxes should never be imposed 
beyond the point at which they would begin to have such an effect, so that 
the extra taxes can never be blamed for causing unemployment. 
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nd. we should never be disturbed by the very high rates of additional 

t would be necessary to raise a sum equal to the significant portion 

+ she interest payments from a national income less than that corresponding 

‘yl] employment. However bad might be the effects of such heavy taxes 

reed never be imposed. Since the taxes are needed only when effective 

mand would otherwise outstrip full employment and bring inflation, it is 

“ v the smaller tax rates that correspond to a full employment level of income 

at are significant. These Professor Shoup has shown to come to an additional 
>to 10 per cent surtax. 

Third is the ex reme difficulty, indicated by Professor Shoup, of calculating 

‘orehand just how much must be the additional tax rate to offset the extra 

ng that comes from a given quantity of interest payments. This diffi- 

ity can be granted, but it is of no practical importance because there is no 

tical need to calculate beforehand the amount of taxes needed to offset a 

influence abstracted from the enormous number of influences that 

total effective demand. The adjustment that is necessary is an 

nt to total spending. All that need be observed is the total amount 

\ding so that steps may be taken to prevent it from becoming too great 

) small. By a similar argument one could point out the impossibility of 

ng beforehand the exact degree of rotation and pressure that must be 


ied to the steering wheel of a car in driving round the Pentagon Building. 
this does not prevent many nonmathematicians from driving their cars 
ry day. This is because they are not concerned with the exact calculation 


a small part abstracted from their problem and are content to watch the 
y the car is going and to keep it from going too far to the right or to the 


whatever difficulties there are in balancing the total expenditure 
onomy, and there are many difficulties, these are no greater when the 
payments are larger than when they are smaller. There is exactly 
e problem of watching the total rate of spending and preventing it from 

: too great or too small. 
th, there is the political argument that if it is difficult to get appropriate 
ation to prevent too much demand at the present time, in spite of the 
tra incentives and patriotism of wartime, how much greater would be the 
culty of preventing inflation in peacetime! Against this one must not 
rget that in peacetime there will not be the great restriction on consumption 
that war makes necessary, so that even after all the necessary taxes have been 
| the people will still have enough money left to buy almost the whole 
the national output in full employment. Although this does not guarantee 
hat political resistance to the necessary taxation will be overcome, it does 
ielp by removing most of the objective basis for the objections; and those 
no believe in the possibility of democracy must suppose that there is at least 
connection between political pressures and the objective bases underlying 


four of these supposed evils of taxation are thus shown to be ir- 
nt, and the fifth—the political difficulty—is not peculiar to the new 
ormulation, since people always have objected—and perhaps always will 
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object—to taxation. The advantage of the new formulation is that by show. 
ing these five items to be irrelevant it permits us to see clearly what js the 
real evil that is done by taxation and that may be aggravated by the nee 
for higher tax rates because of the interest payments. 

This evil consists fundamentally of a deviation between the net payment {o; 
work after taxation and the value of the marginal product of the work. Ifa 
worker has to give the government thirty cents out of an extra dollar he 
could earn, he will not make the effort to earn it beyond the point where the 
disutility of the work goes above seventy cents. If the value of his marginal 
product is a dollar (and he would not be paid a dollar by the employer jf ;: 
were not at least a dollar) the refusal to work may involve a net social los 
of as much as thirty cents. If he is willing to work for a net of eighty cents 
but refuses because he gets only seventy, there is a net social loss of twenty 
cents, the difference between the value of the marginal product and the dis. 
utility of the effort. 

In the same way as the tax interferes with the allocation of labor time 
between work and leisure it can also interfere with the decision between 
saving and consuming and with the undertaking of risky enterprise. This 
is a serious problem and it is the duty of economists to discover what forms 
of taxation do least harm of this kind. 

Theoretically the ideal tax would be a kind of poll tax; that is, it should be 
independent of the amount of work, saving, or enterprise undertaken by the 
taxpayer so that it will not disturb his decisions..The amount of the tax should 
ideally be based on the individual’s “faculty” or ability to earn money in ex- 
cess of his basic needs. But in practice this cannot be done because estimates 
of the individual’s faculty would inevitably be based on his actual income. The 
individual would become aware of this so that the poll tax would degenerate 
into a kind of income tax. There is room for study to see whether capital taxes 
and inheritance taxes could not be developed which would be better than in- 
come taxes in this respect. But whatever conclusions may be reached as to the 
best way of removing excess purchasing power, we must recognize that this 
problem is of minor importance compared to that of maintaining adequate 
total demand and preventing inflation. 

The tax problem is concerned with seeing that the employed resources are 
put to work in the most efficient manner. It would seem fantastic if we were 
to refuse to employ all our resources for fear that if we did we might not be 
using them in the best possible manner. Yet this is exactly what less careful or 
less scrupulous readers are likely to conclude from a sophisticated study like 
Professor Shoup’s. This can be seen, for example, in the recent editorials in 
the New York Times stressing that we cannot “afford” to borrow money i 
peacetime if that should be necessary to maintain employment. The fear of 
having to raise taxes in the future to offset excessive spending out of interest 
on the debt may thus continue, as a more sophisticated “sound finance” to 
lead us to waste our resources in unemployment—just like the boulevardier 
who, to prevent the threatening rain from spoiling his clothes, jumped into the 
Seine. 
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MANAGEMENT OF THE PUBLIC DEBT AFTER THE WAR" 


By Stmeon E. LELAND 
University of Chicago 


Debt management in postwar years will be determined by uncertain 
variables produced by unpredictable future events and by heritages 
from present policies. Some events cast their shadows (or even gloom) 
before them. The problems thus created are predictable. Present debt 
oolicies and debt magnitudes inevitably create future problems which, 
in part, at least, may be envisaged. 

The variables affecting even the known problems of debt manage- 
ment are numerous. What will be the debt outstanding at the end of 
the war? Will it continue to rise during postwar years? Or will the 
rise abate until depression begins? Then, will it soar like a continuation 
{the war debt, or will the rise resemble that of the thirties? If the 
increase is to continue, what form will the debt take? How will the 
schedule of maturities be affected? To whom will the obligations be 
sold? What will be the interest rates? The answers to these questions 
may dispose of the possibility or desirability of debt reduction. If the 
national debt can be reduced, by what means is it to be accomplished? 
What is to be the rate of redemption? At what time or periods in the 
cycle should it take place? Not only must the discussion of future debt 
management be prefaced by assumptions concerning the state of busi- 
ness, the volume of production, the level of employment and the price 
level, but the supply of capital, bank resources, national income, interest 
rates, tax structure, as well as other factors, are involved. No less 
important are the activities of the government itself. Will present levels 
{ taxation be maintained? If taxes are to be reduced, where is the 
reduction to come and what will be the amount? War expenditures will 
be curtailed, but at what point? What will be the scale of other expendi- 
tures? Does the country want debt reduction, increased public and 
social services, or both? Is the budget to be balanced? When and for 
how long? 

Answer these questions one way and the problems of debt manage- 
ment are of one order. Change the answers, or the assumptions, and 
the debt problems likewise change. It is foolish to attempt to predict 
what will happen. The present discussion will deal with some of the 
problems of debt management in our capitalist society with its profit- 

In the preparation of this manuscript the writer is indebted to his colleagues Messrs. 

ts and Henry S. Bloch, and to Messrs. John K. Langum and William W. 

T »f the Federal Reserve Bank of Chicago, for numerous suggestions and criticisms. 
ie is especially indebted to Mr. Jacob Cohen, Fellow in the University of Chicago, for 
estions and assistance throughout the manuscript. They are not to be held responsible 


‘the author’s errors of fact or conclusions, nor are the opinions expressed to be attributed 
the Federal Reserve System or the Federal Reserve Bank of Chicago. 
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making institutions and motivations, with its shibboleths and prejudice; 
concerning economic and monetary phenomena. In this analysis we 
shall not depart widely from present patterns of economic behavior. o 


from present trends, except as necessary to the exposition of policies of § 


debt management. Imaginary difficulties are not required to focus a. 
tention on dilemmas likely to confront the government. 

Debt management cannot be considered apart from other fiscal poli- 
cies of government. It is an instrument of fiscal policy like taxation. 
borrowing, and expenditure. All phases of fiscal policy interact and 
condition each other and all must be geared to the relevant stage of 
the cycle. It is hard, for example, to separate borrowing policy and 
debt management. The one often conditions the other and it by no 
means follows that the policies envisioned at the time of issuance may 
be continued during the life of the loan or that wise debt management 
will not be able to correct some of the mistakes made at the time of 
borrowing. 

Like other elements of fiscal policy, debt management embraces far 
more than the purely financial programs appropriate for a private cor- 
poration. The general state of the economy, as has been suggested in 
the opening paragraphs, must be the controlling factor in policy 
determination. Consequently, debt management policies in the postwar 
years ought to vary as the economy enters the reconversion period, 
as it passes into a period of enlarged production characterized by 
various levels of employment, or as it moves on into a boom or, with 
spent force, enters depression. No prediction of the actual course of 
events can be attempted, but on succeeding pages policies appropriate 
to inflation and deflation shall be discussed, defining these terms 
broadly. 

Six major problems in the management of the postwar debt will 
confront us: (1) redeeming or funding’* the nonmarketable securities; 
(2) keeping afloat or funding the marketable short-term debt; (5 
maintaining, or not maintaining, the market for outstanding issues; 
(4) meeting the maturity schedules and adjusting the composition oi 
the debt; (5) reducing or paying the debt; (6) covering the interest 
costs or reducing their weight. 

These problems face us today regardless of future increases in the 
public debt. Unfortunately, time is not available for the discussion of 
all of them. Problems of payment of principal and interest will, there- 
fore, be postponed for another occasion. 


“Funding” and “refunding” are used interchangeably in this manuscript as applet 
to operations affecting the nonmarketable debt. Which term is technically appropriate 
depends on whether the nonmarketable issues are to be regarded as demand obligations 
or as long-term securities. 
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IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 


I. The Nonmarketable Debt 
One of the unique developments in financing this war, in contrast 


sonmarketable debt. On December 31, 1943, the nonmarketable debt 
utstanding was $36,574,000,000, or 22.2 per cent of the total interest- 
pearing debt. Its growth since 1935 is shown in Table I. The non- 


TABLE I 


TEREST-BEARING DEBT CLASSIFIED BY NONMARKETABLE, MARKETABLE, 
AND SPECIAL IssuEs* 


(amounts in millions of dollars) 


Jonmarketable Marketable 
Issues 


Special Issues | Interest-Bearing 
Debt 


Amount | % | Amount | % Amount % 


$ 26,950 i: 3: .3 | $ 27,645 | 100 
31,102 32,989 | 100 
33,054 35,800 | 100 
32 ,344 7 36,576 | 100 
33 ,965 5. 3,7 39,886 | 100 


34,436 a 42,376 | 100 

37,713 .6| 48,387 | 100 
50,573 B85 .0| 71,968 | 100 
21. 95,310 70. 3.0} 135,380 | 100 


21. 98 ,613 
21. 99 935 
21. 111,426 
21. 115,944 
22. 115,909 
22. 115,231 


140 , 238 100 
142,721 100 
157,053 | 100 
163,589 | 100 
164,781 100 
164,508 | 100 


bo 


en from the Bulletin of the Treasury Department, September, 1943, p. 23; Federal 
lin, January, 1944, p. 81; “Sta.ement of the Public Debt, December 31,1943,” 
t of the United States Treasury, January 1, 1944. 


marketable issues are composed primarily of U.S. Savings bonds (series 
E,F, and G) and Treasury Tax Savings (Tax Anticipation) notes 
series A, B, and C), but include, as well, depositary bonds and the 
adjusted service bonds of 1945.? The primary reason for selling non- 


ymposition of the nonmarketable debt is as follows: 
Issues Outstanding 
(in millions of dollars) 

June 30, 1943 Dec. 31, 1943 % 
tes Savings bonds 5 ; $27 363 74 
y ynds 406 1 
rvice bonds of 1945 f 219 0 
y notes—Tax series A, B, C _ 25.7 8,586 _23.5 
marketable issues 100.0 $36,574 160.0 
i for June 30, 1943, taken from Bulletin of the Treasury Department, July, 1943, 
Data for December 31, 1943, taken from “Statement of the Public Debt, De- 

31, 1943,” Daily Statement of the United States Treasury, January 1, 1944. 


8 
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we 
- vith the first World War, has been the issuance of large amounts of 
nd Total 
of 35 | 62 | 
1,261 3.8 
lar g 1.556 4.3 q 
39 151 5.4 
| 
in 3, 166 
Icy 13°510 
ar 1943 29 , 200 
by | ), 169 70.3 11,456 | 8.8) | 
0'879 70.0 | 11,907 | 8. 
Cant 33. 010s] 70.9 11,717 7.8 | 
t 35.776 70.9 | 11,868 | 7. 
” Nov. | 36,595 } 70.3 | 12,278 | 7. 
6 D ’ | 70.1 | 12,703 | 7. 
est 
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TABLE II 


TotaL FunDs RECEIVED FROM SALE OF UNITED STATES WaR SAvINGs Bonps AND 
Tax ANTICIPATION Notes: By Montus* 


(in millions of dollars) 


War Savings Bonds! 1} Tax Anticipation Notes! 

Month 

and Year Series Series Series | Series Series 
E F G } A? Bs 


$1,037. 
305. 
474. 
319. 
341. 


$2,479. $2, 435.3 


September 
October 

November 
December 


Total 


1942 

‘ebruary 
March 
April 
May 
june 

uly 
August 
September 
October 
November 
December 


Total 


233.1 
122.9 
229.5 
250.1 
394.1 
401.8 
382.2 
412.8 
82.1 $ 


$2,508 6 $3,7 


1943 
February 


September 
October 

November 
December 


9 1 
3.6 3 
4 9 
8 5 
5.2 9 
1 
9 6 
2 
-2 0 
1 
3 4 
-6 1 


Total $13,729.4 $10,344.4 $ 745. $2,639 9 


Grand Total} $25,423.7 $17,478.0 $1,605. $6,340. 


~ 


9 $4,943.9 $1! 


* Less than $50,000. 

1 Tabulated on basis of total funds received. 

2 Series A notes sold from August 1, 1941, through June 22, 1943. 

8 Series B notes sold from August 1, 1941, through September 12, 1942. 

* Sale of series C notes commenced September 14, 1942. 

* Data taken from Bulletin of the Treasury Depariment, pame, 1942, pp. 26-27; July, 1942, p January 
1943, pp. 39, 40, 47; September, 1943, pp. 32, 37, 38; October, 1943, pp. 42, 43, 48, 49; December, 1945, pp. *, 
48; Daily Statement of the United States Treasury, December 31, 1943. 


marketable bonds to the general public was to avoid losses to investors 
such as befell subscribers to Liberty and Victory bonds—both during 
and after the last war.’ The problems raised by the nonmarketable debt 
mainly concern the redemption, funding, or exchange of War Savings 


*The present issues of War bonds, series E and F, are sold on a discount basis; tie 
series G bond is a current income bond priced at par. The government has agreeé ‘ 
redeem these bonds at stipulated (or guaranteed) amounts in accordance with redemption 
tables printed on the face of the bonds. Series E bonds are redeemable any time after sity 
days. Series F bonds are redeemable at par only if held to maturity, but may be redeemed 


at stated values after six months, Likewise Treasury Tax Savings notes will be a cepted 


Wa 
power 
timing 


92 
Th 
a 
1941 were 
May 349.8 $ 100m 37.8 $ 211.4 || 
June | 314.5 102 28.9 183.1 1] Hons 
July 342.1 145 27.4 169.5 || <iti 
August 265.6 117 20.3 127.7 | 1 $18.2 $1,018.9 revar 
232.3 105 18.1 109.0 | 9 7.8 298.1 —_ 
270.7 122 23.0 124.9 | 7 6.5 468.2 naper 
233.5 109 19.0 105.0 | 8 4.2 315.6 aa 
528.6 341 33.3 154.2 | 9 7.3 334.5 to red 
$2,537.1 $1,144.08 $ 207.8 $1,184.8 late. 
| sed 
| 1,060.6 66 || 237.8 4.7 
| 703.2 39 1 126.1 3.2 re d 
557.9 33 | 234.8 5.3 r 
530.5 32 | 254.7 4.6 sacl 
634.4 42 399.3 5.2 sets 
633.9 43 406.9 5.1 
900.9 50 | 388.2 6.0 
697.3 45 417.9 5.1 
| 754.7 50 977.9 52.6 43.2 
935.0 66 | 941.1 54.7 886.4 
| 734.6 54 | 781.6 33.5 748 = 
1,014.2 72 | 1,312.3 86.0 1,22¢.3 the J 
($9,157.2  $5,98 || $6,473.6 $266.0 
ales 
| 1,240.4 81 348 34.5 
| 887.2 63 205 13.0 ‘ navme 
March 944.3 72 180 15.3 ‘ ll 
April 1,469.7 1,00 353 21.8 ¢ to Dat 
May 1,335.0 99 253 7.8 474 re 
June | 875.5 69 144 4.5 Af sons 
July 889.7 68 169 414 
August 801.7 66 112 finan 
1,926.6 1,4 387 2,2 = 
1,708.2 1,34 274 4¢ sin t] 
798.1 66 109 ai 
| 853.0 72 101 436.8 One 
= 
Table I] 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 93 


ds and, to a minor extent, the Tax notes. The other nonmarketable 
securities will not be considered in this discussion. 

The sales of War bonds and Tax notes have steadily increased since 
their introduction in 1941. The monthly sales are shown in Table II. 
On December 31, 1943, the outstanding War bonds aggregated 
$73,747,000,000 at current redemption values; Tax notes outstanding 
were $8 599,000,000.* These issues are in the nature of demand obliga- 
ions a short time after their original purchase. In fact, they may be 
regarded as having some of the features of sixty-day or six-months 
saper. After the “days of grace,” the government may be called upon 
‘o redeem the War Savings bonds any time before the ten-year maturity 

The Tax notes originally offered (series A and B) were to be 

ed for tax payment within two years;° the present notes (series C) 
are due three years from date of issue.* In both cases, redemption 
isa current problem and after the war may become an even greater one. 

War Savings bonds constitute a large share of the latent purchasing 
power to support the backlog of postwar consumer demands. The 
timing and rate of redemption for these bonds are problems with which 

e Treasury must reckon. Present redemptions have been steadily 
increasing both in absolute amounts and as a percentage of monthly 
sales, as shown in Table III. Redemptions have been affected by tax 
payments due, by the pressure to buy new bonds, by the need for cash 
to pay for goods purchased, by personal emergencies and other rea- 
sons- ond and bad. The redemptions have not embarrassed Treasury 

financing, nor are they apt to have this result. Their most serious effect 
s in the pressure upon the price level. 

_ One of the conspicuous arguments used in selling War bonds has 


par plus accrued interest in payment of federal income, gift, or estate taxes. They may 
redeemed for cash. At first Tax notes were interest-bearing only if presented in 

f taxes. Subsequently redemption provisions were relaxed. Series A notes, since 

13, have been redeemed for cash at the tax payment value current at time of 

Similar provision applies to series C notes six months after date of issue. 

ies B notes are redeemable for cash only at original purchase price. The Adjusted Service 
nds, first issued in 1936, to discharge obligations to veterans of the last war. mature 
une 15, yut are redeemable on demand at the option of the owner. The Depositary 
nds were shee by the Treasury to various depositary and fiscal agents to provide 
a reimbur sement of costs incurred for the performance of fiscal functions, such as 


the payment of persons in the armed forces. In order to cover such expenses, the Treasury 
issued Dey positary bonds dated June 1, 1941, bearing interest at 2 per cent from date 
payment was received and to mature in twelve years, but redeemable at option of the 

‘d States, or depositary, upon notice. The interest of these bonds constitutes com- 
ensation for ¢ service. 


‘ 


_ Bull in of the Treasury Department, January, 1944, pp. 34, 40. Figures given in 

Table TL are on the basis of total funds received, thereby yielding a total for War bonds 
utstanding which is slightly less than $23,747 ,000,000 by the amount of accrual redemp- 

n values. Series A-D bonds have been disregarded throughout, their sale having been 
ntinued in April, 1941. They enter into debt management problems, however, like 
er prewar debts 

Treasury Dep partment Circular No. 667, July 22, 1941. 

‘Treasury De partment Circular No. 696, September 12, 1942. 
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TABLE III 
REDEMPTIONS OF UNITED STATES WAR SAVINGS Bonps* 


(amounts in millions of dollars) the wal 


When | 


Total Redemptions Series E Series F Series G ; Dare 

Year Per Cent | : 


of Sales 


Amount Amount 


Amount | 


1941 
May $ 
June 
July 
August 
September 
October 
November 
December 


Total 


1942 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 


COR 


~ 


orn 


Total 


1943 
January 4. 
February 
March 13. 

6 
7 
5 


expend 
would 
April 
May rom 
June 34. 15. R 4 
July 31. 14. ‘ tionary 
August 18. 34. x olovme 
October 37. 8. ‘ perlor 
December 


Total 503. 10.95%» 


Grand Total $1,763.2 6.94%» 


* Less than $50,000. 

b Represents ratio of total redemptions to total funds réceived during period covered 

* Data taken from Bulletin of the Treasury Department, July, 1942, pp. 29-30; Janu wh 
1943, pp. 39-40; September, 1943, pp. 31-32; November, 1943, pp. 33-34; December, 1% 
pp. 41-42. 


94 

| $ a $ 

11 | | | a 
2.4 | .89 2.3 | — | olen te 

4.0 | .76 7 villar 

en 1 
2 £54 12 
6.2 | .89 4 4 | 1 recess 

11.9 4 
13.2 2.3 gain | 
6 | tely a 
| 23.2 ght 
| 25.9 | | 6 | 2's 
33.2 | 3,2 at 
36.9 | 4.1 nalt 
47.9 | 3.2 thev al 
a | $ 245.6 | §.68%> | $ 209.1 | $7.0 $ 29.5 In s 
ld 
—— | — new Cc 
| $1,380.2 | $34.7 | $ 88.9 mares: 
$1,600.4 $42.1 | $120.5 Coir 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 95 


yeen to stimulate present saving for postwar expenditure.’ The longer 
he war lasts, the greater will be the amount of that expenditure reserve. 
When the war ends, production dislocations are likely to be increased. 
uring the reconversion period, when unemployment is probable, past 
iquid savings and unemployment benefits from the Social Security 
srogram will probably be utilized to make up for income shrinkages 
before savings bonds are redeemed. With the loss of overtime pay, cuts 
in hours of work, and more drastic economic losses in prospect, workers 
may regard their War bonds—with the fixed redemption values—as 
.n emergency reserve. The psychology of the reconversion period will 
Jso tend to retard redemptions. Industry will be getting ready for 
ivilian production—customary goods later will be more plentiful; new 
roducts, heralded by good-will advertising, will be expected to appear 
when reconversion is completed. The present scarcity of consumers 
jurable goods, in large part, explains the volume of present savings, the 
uecess of consumer credit controls, and much debt reduction. These 
forces may be expected to remain operative until consumers goods are 
wain more generally available. Considerable unemployment immedi- 
ately after the war, continuing over months of industrial reconversion, 
night easily change such conditions. The government would then have 
to prepare itself to cash these bonds in larger amounts than ever before. 
‘onditions will be aggravated if prices continue to rise. The higher 
they are the less the value of the postwar reserves in bonds. 

In such a period of falling incomes it is unlikely that taxes can or 
should be increased, or that tax collections, even if drastic cuts in 
expenditures would take place immediately following an armistice, 
would be adequate to provide a surplus of cash for bond redemptions. 
The more likely possibility would be the redemption of War bonds 
irom the proceeds of bank borrowing. This might be somewhat infla- 
tionary but would cushion the effects of sudden and widespread unem- 
ployment. To a large extent the increased redemptions during the 
period of industrial reconversion would be hardship cases—distress re- 
lemptions accompanying any decreases in employment or incomes. But 
new conditions would arise with the completion of the conversion 
process. 

Coincident with the decrease in employment during reconversion 
will come the increased demand for capital by industry to finance re- 


‘The more we save now, the more we'll have after the war—for emergencies, for 

1 and travel, for a new automobile, refrigerator, or radio, for retirement, sudden 

ess or old age.” Official Circular U. S. Treasury 2nd War Loan. Issued by U. S. Treas- 

‘ar Finance Committee, War Savings Staff, Victory Fund Committee, Washington, 

n a similar circular for the 3rd War Loan, subscribers were told: “For a quicker 

ry, safer peace (free from inflation) and to provide the postwar comforts and luxuries 

1 can’t buy today, sign up for your limit now.” Issued by U. S. Treasury, War Finance 
sion, Washington, D. C. 
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tooling, conversions, and inventories necessitated by the readjustment 
of production. Advance bank credits have been arranged by many large 
concerns to cover such contingencies. The negotiation of “VT” |oans 
by others is fast being arranged. Where possible, reserves are being 
set up by some corporations; many industries have purchased U. § 
short-term obligations for just such uses. Their investments in savings 
bonds are small in the aggregate due to the limits on annual purchases 
Consequently the need for funds to cover corporate or business redemp- 
tions of Savings bonds will be insignificant.° 

Will the War bonds be presented for redemption when industry js 


prepared to sell consumer goods not now available? The answer would | 


seem to depend, first of all, upon the levels of employment and the 


flow of money incomes prevailing at that time.” If purchases from 


current earnings, with or without the resumption of installment selling, 
are adequate to take the goods off the market, it is doubtful if a large 
volume of War bond redemptions will take place. Liquid as are War 
bonds, the more liquid savings are apt to be spent first. This may hold 
even for those who purchased War bonds for the express purpose of 


acquiring specific goods after the war. The present direction and volume | 
of spending surely will change when automobiles, refrigerators, radios, 9 


and similar goods are again offered for sale. 


If expenditures from current earnings are not sufficient to take off @ 


the market the goods which American industry with its expanded pro- 


ductive capacity may offer for sale when reconversion is completed, 


prices will tend to fall so that reduced expenditures can take up the 


goods offered for sale. If a cost-price maladjustment exists, if wages 7 
fail to follow prices downward, falling prices will imply something less 
than what is regarded as “full employment.” In such a situation Savings § 
bonds may be redeemed to secure goods. These redemptions will help J 
maintain industrial production and tend to prevent a recession in J 
business activity. As a result of the expenditure of funds secured § 
from bond redemptions, current earnings and employment may increase | 
sufficiently to absorb the products of industry, thus stabilizing a busi- | 
ness revival. On the other hand, when such redemptions (and pur- J 
chases) have taken place, deflationary tendencies may reappear and | 


® There is an annual limit of $5,000 maturity value for ownership of series E bonds 


Owners are annually limited to $100,000 of series F and G bonds, or both combined } 
During the first three War Bond Drives out of $6,457,000,000 subscriptions to series E,@ 


F, and G bonds, $5,883,000,000 were issued to individuals, partnerships and personal trust 
accounts and only $539,000,000 to “other corporations” a designation excluding banks and 
insurance companies. See Bulletin of the Treasury Department, January, 1943, p. 2; May, 
1943, p. 3; October, 1943, p. 4. See also footnote 63, infra. 

®Sale of short-term issues in the reconversion period is discussed infra. 


Cf. “Most of the goods purchased by consumers after the war will be paid for by i 


the income earned in their productions and not by drawing on past savings.” S. Morris 
Livingston, “War-Time Savings and Post-War Markets,” Survey of Current Business, 
September, 1943, p. 12. 
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tinue unless offset by new investment. Wht happens with respect 
» demand, with its increased effectiveness due to bond redemptions, is 
sly one half of the story; the repercussions of increased demand on 
ye supply side of the equation must also be considered. 

The redemption of bonds will depend also upon the levels of taxation 
and other costs to the individual prevailing after the war. More pre- 
jsely it will depend upon the surplus of spendable incomes, remaining 
after the payment of taxes, with which desired goods can be purchased. 
if available money-incomes are inadequate for personal expenditures, 
the backlog of purchasing power lodged in War bonds will probably 
be utilized in increased degree. The effects produced by personal ex- 
senditures will depend upon the method followed by the Treasury 
a securing funds for redemptions, which may be expansionary or defla- 
tionary, depending on the circumstances. 

If its cash balance is drawn down rapidly by excessive redemptions, 
then the Treasury will be forced to borrow to make repayment. It is 
not the spread of redemption over time which creates serious manage- 
ment problems, but the volume at any one time which is difficult 
to handle. The problem is similar to that faced by the banks holding 
mand deposits. Such bank borrowing as would be necessary might 
have expansionary effects, enhanced even further if industry were 
aso asking for additional bank credits. This would be true only if 
redemptions represented a net addition to purchasing power in a situa- 
tion where current incomes were being fully spent or invested. 

If the redemptions are small and spread over a number of years, it is 
possible that payment may be made from surplus revenues if a surplus 
exists. Redemptions, in that case, would be financed from tax payments. 
Certain issues might well be paid off in this manner even if the debt 
as a whole is not retired. Such a method would not be inflationary 
unless tax payments had been made primarily from bank loans and 
full employment had materialized. 

It is, of course, possible that the Treasury could anticipate increases 
in redemptions and secure the necessary cash from loans by nonbank 
investors. During the reconversion period and immediately thereafter 
itis doubtful if the Treasury will find ready industrial buyers for its 
loans. It will have to depend primarily on loans from individuals. Its 
ability to substitute individuals for other borrowers may depend, in 
large part, on the interest rate offered. Appeals to patriotism in the 
postwar period will probably have little effect, and the longer the war 
is past the more operative purely economic forces become. This argues 
lor the continued maintenance of large working balances in the General 
Fund of the Treasury. The more adequate these balances to cover 
sudden demands for funds—such as might come from bond redemptions 
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—the less will the Treasury need to depend on immediate bank loans 
and the less likely are its borrowings to be expansionary. The Treasyry 
then, has time to try to borrow from savers and other nonbank invest. 
ors. In time of deflation the reverse argument holds. That part of the 
working balance derived from taxation should be small and reliance 
should be placed primarily on bank borrowing. 
The exchange of Savings bonds for other securities with longer 
maturities or higher interest rates, or the refunding of Savings bonds 
as they mature, may be considered as means of reducing redemptions. 
The series E bonds accumulate at 2.9 per cent if held to maturity. The 
rates of F and G bonds are 2.53 and 2% per cent respectively: no 
other bonds from standpoint of yield are equally attractive." The 
242% Treasury bonds were designed primarily for insurance com- 
panies;** the 2’s have been sold to any investors, including commercial 
banks. The effective rate of interest on the entire public debt has been 
falling steadily and on Septembr 30, 1943, was 1.956%." It may be 
doubted if the Treasury Department would favor the exchange of E 
F, and G bonds for other securities with higher rates of interest unless 
market conditions, or the interest rate, changed materially. In any case, 
it is doubtful if such exchanges would appeal to many bondholders 
or produce a sufficient volume of exchanges to become a real possibility. 9 
Redemption of Tax Notes. The redemption of tax notes can be % 
more easily managed. The amount outstanding on December 31, 1943, 9 
was $8,599,000,000.* Sales through December, 1943, were $17,013- 9 
000,000,** of which $7,995,200,000, or 47 per cent, had been used in 
payment of federal taxes. Redemptions for cash since September, 1941, 
have been $349,600,000 (through December, 1943), or 2.05 per cent 7 
of sales. The details as to monthly redemptions are shown in Table IV. } 
Tax notes are purchased to facilitate tax payments. In return for 
interest rates of 1.92, 1.07, and .48 per cent per annum, taxpayers § 


In the First War Loan Drive 21%4% Treasury bonds of 1963-68 were offered t 
investors other than commercial banks; 144% Treasury bonds due 1948 were offered to 
all investors, including commercial banks. ; 

In the Second War Loan Drive 2%4% Treasury bonds, dated April 15, 1943, due June 
15, 1969, were offered to investors, except commercial banks. U. S. 2% Treasury bonds 
dated April 15, 1943, due September 15, 1952, were offered to all investors. 

In the Third War Loan Drive 214% Treasury bonds of 1964-69 were offered to in- 
vestors other than commercial banks; 2% Treasury bonds of 1951-53 were offered to all 
investors. 

™Th+ percentage of total subscriptions to 242% bonds by insurance companies was 
as follows: First Drive, December, 1942, 48.3%; Second Drive, April, 1943, 42.1%; Third 
Drive, September, 1943, 42.0%. Bulletin of the Treasury Department, January, 194), 
p. 2; May, 1943, p. 3; October, 1943, p. 4. 

* Rate on public debt and guaranteed obligations. Rate on guaranteed obligations 
slightly higher than on direct obligations. Combined rate, therefore, is most conservative 
comparison. Cf. Bulletin of the Treasury Department, October, 1943, p. 36. 

* Bulletin of the Treasury Department, January, 1944, p. 40. 

* See Table II, supra. 


NOV 
De 
‘ 

Mac 
Vay 
Oct 

| . 

| 
way 

Aug 
Sent 
Oct 

ana 

1 Ser 

Ser 

4 

*T) 


TABLE IV 
REDEMPTIONS OF TREASURY SAviNGs (TAX ANTICIPATION) NorTes* 
(amounts in millions of dollars) 


All Series Redemptions by Series Per Cent 

| Redemp- 
Total | Used in | Series > 5 Series tion to 
Redemp- | Payment A? : Total 
tions! | of Taxes Sales® 


| 


oo 
PON 
in WN OO 


8 
4.8 
5.8 
1 
9 


| 


VI 


| 


w 
“Ie 


| CORPO 


| $269.8 | $204.2 | $2,304.2 | $3,331.1 | 


$349.6 | $238.3 | $4,815.2 | $3,359.7 | 49.53%» 


$50.000. 
ts ratio of total redemptions to total sales for period covered. 
notes exchanged for new series (not shown in Annual! Report for fiscal year end- 


ne 30, 1942). 


es A notes sold from August 1, 1941, through June 22, 1943. 

s B notes sold from August 1, 1941, through September 12, 1943. 
s C—sales commenced September 14, 1943. 

lable II for Total Sales. 


iS 1 | 1 a 1 -— 
D 7.3) — 7.3 2.14 
- | —— 
$3.4) — $4) | $8.3) — | 
| 
11.5] 10 | — | 4.84 
. 16.2 | 15 is.2} — | 12.85 
n Mar 505.6 504 | 494.8 - | 215.33 
"46.6 45 | 45.4 | - | 18.30 
. May 43.9 42 43.6; — | 11.00 
, aan 492.1 485 488.4 | - | 120.94 
July 46.1 44 45.6 | 11.88 
35.3 29 35.0 — | 8.45 
Sent 580.1 | 527 | 575.1 
f Oct 114.6 | 56 | 113.7 | 4| 12.18 | 
Nov 42.6 37 41.5 | 8} 5.45 f 
630.8 626 | 593.2 | 27.4 | 48.07 
| | —— | ——__ | | 
rotal | $2,565.4 | $2,425.5 | $ 71M | $ 34.1 | $2,502.7| $ 28.6] 39.60%» 
i | | | | | | 
” 88.1 | 86.4 | 1.0 | 18.9 | 19.45 
ng 80.7 | 78.8 2.5 25.8 | 17.68 
Mar 1,225.9] 1,214.1 | 1 49.9 | 353.8] | 274.38 
9 Apr 196.0 | 176.6 | 1 12.3 | 90.8 | 12.00 
May 101.8 97.0 | 56. 21.11 
1,135.6} 1,119.8; 1 40.4 | | 510.9 | 242.60 
July 231.5] 214.4] 1 15.5 | | 162.8 | 55.92 
ra \ug 127.1 99.2 2 3.7 | 100. 59.54 
oe Sept 1,147.9} 1,111.9] 3 40.2 | | 768. 50.79 
Oct 204.2 181.6 | 22.6 7.2 | | 169.8 | 44.32 | 
N 161.2 121.9 39.3 1.9 | | 144.8) 48.82 
i 1,139.5 | 1,068.3 71.2 29.6 931.8 | 260.87 | 
otal | $5,839.5 | $5,570.0 | 72.50%» 
Tora $8,413.53 | $7,995. 5 | 
_ * Data taken from Annual Report of the Secretary of the Treasury on the State of the Finances 
jor the £ | Year Ended June 30, 1942, pp. 572-573; Bulletins of the Treasury Department, 
ugust, 1943, pp. 40-41; October, 1943, pp. 48-49; November, 1943, pp. 39-40; December, 
43, pp. 47-48; Daily Statement of the U.S. Treasury, December 31, 1943. 
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have loaned the United States for various short terms,” the sums they 
eventually intended to use in extinguishing tax liabilities." Irrespective 
of the interest rate, the convenience of achieving monthly tax payments 
in this manner would have caused substantial sales to be made. The 
crediting of interest to tax payments may have increased net borrowing 
a negligible amount. The same is true of redemptions for cash, by: 
the cash redemptions are not likely to increase materially in the nea, 
future, even if tax levels were to be drastically reduced. The tax notes 
will be used primarily to extinguish the liabilities which induced thei; 
initial purchase. Such redemptions as must be financed will not be 
large and can be handled along with the rest of the nonmarketable debt 
without adding materially to the problems of the Treasury. 


II. Management of Short-Term Debt 


Prior to World War I, negotiable short-term debt obligations were 
issued on but six occasions: three were in time of war, three in time 
of monetary crises.’ Short-terms were widely used during the first 
World War and have been an outstanding feature of federal finance 
ever since.*” They were conspicuous in financing the deficits of the 
thirties; they have become even more conspicuous for their part in 
covering the expenditures of World War II.” Certificates of indebted- 


Series A notes yielded approximately 1.92%; series E notes, 48%; series C, 1.07%. | 


Cf. Bulletin of the Treasury Department, October, 1943, p. 49, footnotes 2, 3, and 4. 


The term for which money is loaned extends from date of purchase to date of surrender. Or- | 


dinarily this is equal to prepayment of taxes. 


use in payment of taxes in months when quarterly income tax payments are due, as shown | 


in Table IV. 
* Of the Tax notes redeemed in calendar 1942, 94.5% were surrendered in payment o 


taxes. In the first nine months of 1943 of Tax notes redeemed, 96.8% were used in pay- | 


ment of taxes. 

* They were during the War of 1812, the crisis of 1837, the Mexican War of 1846, the 
panic of 1857, the Civil War and the crisis of 1907. For a brief description of these issues 
see Jacob Hollander, War Borrowing (New York, 1919), pp. 1-21. The first four issues, 
Hollander says, “developed from inability to sell long-term bonds in sufficient amount to 
meet pressing requirements in periods of impending war or acute monetary disturbance 
unrelieved by adequate banking facilities. Whatever effectiveness such expedients possessed 
was largely a consequence of their use not as formal borrowing devices, but . . . as fiat 
emissions for direct payment of public accounts.” Jbid., pp. 19-20. The issues during the 
Civil War he ascribes to Secretary Chase’s opposition to long-term bonds and his reluc- 
tance to raise interest rates on government bonds to the rate prevailing in the money 
market. /bid., p. 20. The 1907 issues Hollander attributes to “a consequence less of ce- 
pleted Treasury than of a rigid bond secured circulation, whereby an acutely strained 
credit market sought relief in otherwise unnecessary debt creation.” Jbid., p. 21. 

* Similarly in England short-term borrowing was “the most important feature of war 
borrowing” and “was wholly the creation of the war.” U. K. Hicks, The Finance o/ 
British Government: 1920-1936 (London, 1938), p. 321. f 

* Short-term debt has been variously defined to include or exclude issues up to five 
years maturity. Where securities with five-year maturities have been excluded they have 
usually been denominated as “intermediate securities.” The writer prefers to exclude them 
from the classification of short-term debts. The Treasury notes now outstanding mainly 
have five-year maturities. They are of three types: regular series, national defense (wat 
series, and tax series. Certificates of indebtedness by law must mature within one year 
Treasury bills are usually issued to mature in 91 days or thereabouts, 
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sess were the primary short-term security of the first World War;” 
Treasury notes predominated in the short-term financing of the 1930 
jepression years; Treasury bills and certificates of indebtedness are 
both conspicuous in financing the present war.” Their importance as 
, constituent element in the interest-bearing public debt is shown in 

Table V. 

‘Cetificates of indebtedness were originally a wartime expedient 

signed both to tide the Treasury over temporary cash shortages 
ine in the interims between war loans and tax-payment dates, and 
to — undue strain on the money market.** They were offered quar- 
a time factor which produced a widely fluctuating working-cash 
lance, as well as increased interest. In 1929, the Treasury bill was 
sscoihanill allegedly to correct these conditions and to enable the 
Treasury by more frequent borrowings to take advantage of favorable 
onditions in the money market.** The events of the succeeding de- 
pression, characterized by recurring deficits, and the desire for liquidity 
sem to have made Treasury bills a permanent feature of federal 
financing.’ The volume of outstanding short-term obligations makes 
their management in the postwar years a major problem, crucial in its 
potential effects on the price level. 

Three Management Problems. Short-term issues give rise to three 
management problems: (1) keeping them afloat is the recurrent or 
almost constant task of renewal; (2) if not renewed, the obligations 

ust be funded or exchanged for a different type of security; (3) 
finally, of course, the possibility of repayment or the reduction of the 
amount outstanding always remains. 

The customary prescription to cure the alleged evils of short-term 
borrowing is given as reduction and ultimate payment.” This is funda- 


For detailed description of public debt issues outstanding see Annual Report of the 
tary of the Treasury, 1942, pp. 486-506. 

“See Hollander, op. cit., chs. II-VI. 

“The special issues, which are also shown on Table V, are comprised for the most part 
notes and certificates. They constitute forms of interfund borrowing and the special 
ems they present will not be considered in this paper. 
f. Hollander, op. cit., pp. 110-123; Edward R. Van Sant, The Floating Debt of the 
ral Government, 1919-1936 (Baltimore, 1937), p. 14. There was no expectation “at 
time, that certificates would become a permanent instrument in Treasury financing,” 


Van Sant, op. cit., pp. 43-46. For a critical analysis of the advantage of bills over 
ates see pp. 48- 49, 
~ So successful did bills prove that the issuance of certificates of indebtedness was dis- 
ntinued between 1935 and 1941. See Table V, supra. 
" See, for  xaple Van Sant, op. cit., p. 10, and authorities cited. The Colwyn Com- 
t - suggested “the desirability of a steady gradual reduction.” Report of the Committee 
tional Debt and Taxation, presented to Parliament by Command of His Majesty 
n, 1927), p. 36. The Committee on Government Credit of the Twentieth Century 
, Tepor ting in 1937, recommended “that the Treasury refunding program be con- 
ed with the alternate aim of reestablishing approximately the relation between long- 
‘m, medium-term and short-term securities which existed prior to the depression. 
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wentally a tax problem or the conversion of other assets to debt reduc- 
jon. Just as Short-term borrowing has been called a “fair weather pro- 


sram,” so is reduction or repayment, as distinguished from funding or 
exchange,” a “fair weather program’’—one for periods punctuated with 
current budgetary surpluses. The three principal arguments for the 
eduction of short-term debt are the task of renewal, the uncertainty 


‘ renewal in time of crisis, and the danger of inflation. 


TABLE VI 


Ho.tpincs oF U. S. GOVERNMENT SECURITIES BY MEMBER BANKS OF THE 
FEDERAL RESERVE SYSTEM* 


(in millions of dollars) 


Types of Securities 

Certifi- 

Treasury cates of N d Guaranteed 
Bills Indebted- | Notes Bonds | Obligations 


Total 


ne 29,1929 | $4,155 | $ 1072 3: $ 704 | $ 3,005 
ne 30, 1930 4.061 4 : 463 3,340 
30, 1931 5,343 263 : 403 4,039 
1932 5,628 187 503 4,163 
0, 1933 6, 887 554 2,049 3,725 


, 1934 9,137 791 2,871 4,838 
9 1935 | 11,430 1,099 4,314 4,458 


30,1936 | 13,672 1/266 | 5.295 
30, 1937 | 12.689 821 4361 
30, 1938 | 12.343 316 37653 6,246 


29, 1939 13,777 441 2,720 | 7,786 

), 1940 14,722 797 2,543 8,261 
30, 1941 18,078 | 1,127 2,631 | 10,481 
30, 1942 24,098 | 1,509 3,546 | 14,485 
, 1943 46,980 6,278 5,251 23,545 


29, 1929, 1935, 1939, 1940. 
2 Described as “all other.” 
* Source: Board of Governors of the Federal Reserve System: Member Bank Call Reports. 
mounts will not necessarily add to totals due to rounding. 


Weekly issues of bills since July, 1941,”° six to eight issues of certifi- 
cates in each of the last two years, and ten issues of notes since the war 
began,” make renewal a constant problem. As to this, the Treasury 


x the proportion of long-term securities would enable the banks to dispose of 
some of their present heavy holdings of Government securities and would thus decrease 
the pressure for bank credit expansion. Refunding operations should be designed to shift 
large portion of the outstanding debt into the hands of genuine investors, thus affording 
Treasury more leeway in case it again becomes necessary to resort to large-scale bor- 

rowing through the sale of short-term obligations to banks.” The National Debt and 
Government Credit, Twentieth Century Fund, Inc. (New York, 1937), p. 156. 

~ Van Sant, op. cit., p. 42. 

* For details of issues see Bulletins of Treasury Department, January, 1941, to date. 
_~ The offerings of marketable issues of certificates of indebtedness and Treasury notes 
from July 1, 1940, through December 1, 1943, have been as follows :* 
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| $ - | 
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| 1,558 
| 1/950 
| 1/819 
| 2,128 
| 2,831 
| 3,121 
3,839 
| 2,685 
| 23487 
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cannot complain; it is the result of Treasury programs and policie; 
Renewal could have been avoided, or made more infrequent, by stife; 
tax policies and different borrowing programs, for which failures the 
Treasury and Congress must accept primary responsibility, 

The real basis of objection to the frequency of renewing short-term: 
is the increased exposure to crises. It is hard to conceive of any crisis 
in the United States which might prevent the renewal of short-term 
debts. There is plenty of reserve taxing power; the banking system js 
highly developed; there seems to be little likelihood of a fiight oj 
capital from the country. Even a repetition of the banking holiday of 
1933, when short-term loans were hard to secure, while not impossible. 
does not appear to be likely. Any such disability in view of the credit 
standing of the federal government would be temporary. Such dis- 
turbances as the “alarmists” have in mind would not be confined to 
short-terms—all credit, public and private, long and short, would be 
shattered. 

Large volumes of short-terms mean increased dependence upon banks 
for funds. The growth in bank holdings of government securities js 
shown in Tables VI and VIII. On June 30, 1943, the member banks 
held 53 per cent of the Treasury bills outstanding, 57 per cent of the 
certificates, and 57 per cent of the notes. The Treasury is at present 


dependent upon banks for the continuous renewal of those funds. 
Should the banks become reluctant to renew, the Treasury might be 
seriously inconvenienced; should a financial crisis occur during an 
impending renewal, a high price might have to be paid for temporary 
funds.** Some nations with exhausted taxing powers have gone through 


MARKETABLE ISSUES 
Certificaies of Indebtedness Treasury Notes 
Date of Date of 
Issue Amounts in Millions Issue Amounts in Million 
4/15/42 $1,507 12/19/40 $ 531 
6/25/42 1,588 1/31/41 35 
8/15/42 1,609 3/15/41 
9/21/42 1,506 3/15/41" 
11/2/42 2,035 3/15/41" 
12/1/42 3,800 11/1/41 
2/1/43 2,211 6/5/42 
4/15/43 5,251 9/25/42 
5/1/43 1,655 6/5/43" 
8/2/43 2,545 7/12/43 
9/15/43 4,122” 
10/15/43 3,516” 
12/1/43 3,540” 


* Additional offerings at par of security already outstanding. 

Preliminary. 

* Bulletin of the Treasury Department, November, 1943, p. 31; December, 1945, p. 38 

“Cf. Report of the Committee on National Debt and Taxation, Presented to Parlia- 
ment by Command of His Majesty, London, 1927 (Colwyn Committee Report), p. » 
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TABLE VII 


EDERAL RESERVE BANK Hotprncs or U. S. GOVERNMENT SECURITIES, 
DIRECT AND FuLLyY GUARANTEED* 


(in millions of dollars) 


Type of Security 


Certificates 
Treasury 


Bills Indebtedness 
6 


Notes Bonds 


1920 


| 


30, 1936 


e 30, 1937 
29, 1938 
1939 

3. 1940 


, 1941 
1’ 1942 
30, 1943 
51944 | 11,650 


! Notes and bonds combined. 

? Certificates and bills combined. 

* Data taken: Federal Reserve Bulletin; January 5, 1944, secured from Federal Reserve 
f Chicago. Amounts will not necessarily add to totals due to rounding. 


times when no funds whatever could be borrowed. At such times there 
is a potential danger that short-term obligations may be used as cur- 
rency,” or that paper money may be printed to meet the exigency.* 


{s Sir Otto Niemeyer pointed out, the state is in the hands of the holders of bills, who 
have a purely one-sided option to renew or not: if it is not convenient to those holders 
renew, the Treasury has either to take a lower price, having reactions all around on 
the rate of interest, or adopt the alternative of borrowing on Ways and Means.” — 
oa pp. 34-35; Hollander, op. cit., p. 73. 
id. 
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: tune 30, 1916 $ 57 | $ 4 a: Se 
Ol Tune 30, 1917 66 — WE 24 36 
of ne 29, 1918 255 —- | 194 19 | 42 
tyne 27, 1919 231 — 204 — 27 
le, lune 336 —- 309 | - 27 
Tune 30, 1921 250 216 | 35 
Tune 28, 1922 557 — 332 2251 
3, 1923 95 _ 5 901 
Tuly 2,1924 | 436 — 94 321 21 
be aly 1, 1925 | 354 36 250 68 
Tune 30, 1926 | 385 — 71 | 232 82 h 
ks June 30, 1927 | 376 _ 126 84 166 
is June 27, 1928 | 212 -- 66 | 88 58 
, July 3, 1929 141 — 12 | 86 43 ; 
KS June 30, 1930 591 — 298? | 238 55 
| | 
june 30, 1931 | 668 4152 61 192 | 
nt June 29, 1932 | 1,784 _ 1,076? 270 438 
1s 3, 1933 | 2,028 858? 728 441 
June 30, 1934 | 2,432 -—— 7422 1,222 468 ' 
be july 1, 1935 27430 620 316 
jure | 2,430 609 | _ 1,497 325 
ry | 2,526 623 —_ 1,171 733 
ah Ju 2,564 654 — 1,165 744 
lu | 2,550 463 _ | 1,176 911 | 
July 820 | 1,364 
July 319 73 714 | 1,618 
June 3 3,815 1,092 | 797 1,498 
Jat 6,863 | 2,477 678 | 1,633 
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it seems farfetched to apply such conditions to the United States 
in the predictable future. The willingness of the banks to renew short- 
‘erm paper is affected by all factors—domestic and foreign—influ- 
encing bank deposits and the alternative uses of funds.** Most of 
‘he short-term loans owned by banks were acquired by the extension 
{ deposit credits. Hollander called attention to this fact and its infla- 
tionary consequences in connection with the certificates of indebtedness 
issued during 1917-18.°° After the war the payment of certificates 
by bank credits continued and prevails today for new issues. These 
-redits represent net additions to purchasing power, but the same result 
would be produced in even greater degree by direct loans from the 
Federal Reserve banks to which the Treasury may be forced if member 
banks are reluctant to extend credit. Although the inflationary pro- 
pensities of short-term borrowing are usually considered their greatest 
economic shortcoming, during the recent depression, short-terms— 
especially bills—were employed by the Treasury chiefly because of 
their expansionary propensities. That this tendency is not more opera- 
tive now is due to controls established and the lack of certain goods, 
as well as to other factors. Whether this will continue to be true during 
the postwar years when consumers goods are more generally available 
and when the demand for private credit returns remains to be seen. 

In the reconversion period after the war the revival of the demand 
for industrial loans and the possibility of increased profits from these 
loans may increase the resistance of banks to the renewal of short- 
terms, unless they increase their borrowings from the central banks. 
Otherwise, their resources may not be sufficient to permit them to main- 
tain both their industrial loans and their investments in “governments.” 
This may become more of a necessity when customers desirous of 
making investments in plant and equipment sell their short-terms to 
the banks. Another possibility is the sale of bills, then certificates, on 
the open market. While banks and private holders may each be willing 
to hold short-terms at different times in the cycle, there would seem, on 
the whole, to be a general move out of short-term debt during prosperity 
and in again during depression,** making open-market activity on the 
part of the Reserve banks almost inevitable.* 


. the renewal of bills may be affected by any event, either in this country or 
which leads to the withdrawal of balances from London.” Colwyn Committee 
t, op. cit., p. 35. 

Hollander, op. cit., pp. 14, 65, 157 fff. 
Cf., “In the absence of information covering total holdings of the different forms of 
t, it is not possible to say just what form the cyclical movement in and out of debt 
take, more particularly as a slight change in conditions may cause a very considerable 
n demands. . . . Common-sense observation would suggest, however, that the se- 
: is somewhat as follows: In the early stage of recovery, firms and dealers tend to 
te cash for their debt holdings in order to spend it on goods. At this point the 
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As has actually transpired, Federal Reserve bank holdings of short. 
term debt have grown throughout the war in order to provide member 
banks with sufficient reserves to purchase U. S. obligations.** This is 
shown in Table VII. Should private investment opportunities revive 
after this war, short-term debt, even more than at present, will tend 


to be turned over to the Federal Reserve banks to hold until maturity,” § 


In considering the sequence of liquidation of U. S. securities, certig.. 
cates of indebtedness, due to their higher yield, will be held longer than 
bills, but sooner or later more of them will be sold in the open marke; 
to enable financial institutions to take advantage of higher rates offered 
by other borrowers. If the volume of certificates sold becomes large 
enough, the volume of distress selling may necessitate either greatly 
enlarged open-market support or the purchase of certificates directly by 
the Reserve banks on a basis similar to that now prevailing for bills 
If interest rates rise, tenewals may be secured only by higher interest 
payments, or by shifts into maturities which indirectly may be regarded 
as the equivalent. This may even require funding of short-terms into 
notes or bonds, though it must be recognized that in view of aggregate 
interest costs the Treasury will endeavor to keep interest rates low as 
long as possible.“° From the point of view of interest, the Treasury will 
tend to renew its short-terms so long as the interest differential is ip 
its favor. Sound policy, however, depends not only upon a calculation 
of costs at the time and probabilities for the future, but also upon the 
phase of the business cycle. Large quantities of money substitutes in 
a time of boom, while less expensive than long-term instruments, may 
in terms of economic effects prove more costly. Moreover, changes in 
the financial costs of short-term borrowing—that is, the possibility 


banks will probably be glad to increase their holdings, at least of bills, in anticipation of 
coming demands upon them. But during the whole upswing and boom, they must preserve 
sufficient liquidity to be in a position to lend freely. In the next stage, industry will be 
unable to finance further expansion without new funds—in the first place, no doubt, bank 
advances, followed perhaps by new issues. Later still they will begin to build up reserves 
again. Some of these will be in a liquid form suitable for repaying bank advances (par- 
ticularly as soon as market rates fall). The rest may be invested in longer term gilt-edged 
Thus there is a certain tendency for demands of different lenders to cancel out. But 
as a whole this is overshadowed by the general move out of Government debt in boom, 
and again in depression.” U. K. Hicks, op. cét., p. 331. 
**See also discussion under IJI, “Maintaining Bond Price,” infra. 


* Cf. Federal Reserve Bulletin, November, 1943, pp. 1055-1056; Monthly Review of 


Credit and Business Conditions, Federal Reserve Bank of New York, Vol. 25, No. 11, 
p. 85 (November, 1943). 

* Compare, for example, what has been taking place in connection with Treasury bills 
On December 29, 1943, $6,906,000,000 of Treasury bills were owned by the Federal Re- 
serve banks. However, $4,278,000,000 were held under repurchase options, some of which 
will be exercised. Data as to unexercised repurchase options maturing in possession of 
banks are not available. Data secured from Federal Reserve Bank of Chicago. 

“ At various places debt management is discussed under the assumption that interest 
rates in the future will increase. This is not intended as a prediction, nor advocated as 
a matter of policy. ‘The issue is raised for purposes of discussion. 
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»{ increased short-term rates—as well as violent fluctuations in those 
«tes cannot be ruled out of account. 

If, in the postwar period, the Federal Reserve System should attempt 
‘) control inflation by raising its loan and discount rates, it is doubtful 
yhether the financial institutions would renew their subscriptions to 
‘he maturing bills and certificates while indebted to the Reserve banks. 
Under such an hypothesis, as applied to England, Pigou suggested that 
the Treasury “would have to borrow on Ways and Means and flood 
the banks with money got out of those Ways and Means so that the 
Bank of England would not be able to enforce its high rate in the 
market.’** It is hardly likely that the U. S. Treasury would be able 
to maintain a low rate of interest on its obligations by such methods 
s these if high rates were being utilized contemporaneously to reduce 
the danger of inflation. The Treasury would probably insist on other 
controls, such as heavier taxes and selective credit restrictions, before 
accepting increased interest rates as an anti-inflationary device. The 
higher rates might too easily affect the cost of carrying the outstanding 
debt. In any case, unless member banks were substantially indebted to 
the Reserve banks, a condition which is now exceptional,* increases in 
loan and discount rates would have little effect as an anti-inflation 
measure. 

Inasmuch as short-term obligations are distributed among member 
banks, the Federal Reserve banks and many private holders, the ques- 
tion may be raised as to whether it is appropriate for the Treasury 
to pay off one set of holders before others, either by the application 
of revenue surpluses or by funding operations. Or, should the Treasury 
determine its policy simply with reference to bills and certificates, 
regardless of who holds them? Interest in economic effects would sug- 
gest that both be considered. For the sake of simplicity of discussion, 
let us assume that the Treasury has ample funds from taxes to carry 
out whatever operations are selected. 

It might be argued that the Treasury should first retire the holdings 
of individuals and private institutions before paying off the Reserve 
banks. The Treasury might look upon the Reserve bank holdings as 
an inter-fund obligation to be allowed to float at the convenience of 
the Treasury on the payment of the market rate, or whatever interest 
the Reserve System needed to cover its expenses and the accumulation 
of necessary reserves. The Treasury would not need to worry about 
the renewals or the state of the market; carrying costs could be met as 
expense money was needed. This is not very different from the situation 
under which the Treasury sells its issues first to private subscribers 


ites of Evidence, before Colwyn Committee, Vol. 1, p. 54, par. 729. 
e infra (footnote 66). 
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who, in turn, place them on the open market for purchase by the 
Federal Reserve banks. The clamor against direct loans in the first 
instance is none too logical. Apart from the interference with under. 
writers’ profits, brokers’ commissions, “free riding” and the payment 
of interest instead of costs, the main objections are directed at the 
possibility of “undue” credit expansion and the uncertainty of debt 
repayment once the counter pressures from banks and private lenders 
are removed. The greater liquidity which present practices assure to 
commercial banks seems to outweigh the convenience of alternative 
arrangements of the Treasury. Besides, other arrangements run counter 
to the mythology of banking practice as well as public finance. 

But what are the real consequences of first retiring the short-term 
obligations held outside of the Reserve System? What happens depends 
upon the amount of the retirements and the source of funds. It has 
been assumed that revenue surpluses will provide the funds for pay- 
ment. If the debt retired is held by nonbankers, there is no effect 
whatever on the banks. If the short-terms held by member banks are 
retired, member bank reserves, which had been reduced by the tax 
payments, would be restored to their original level, assuming that taxes 
and debt repayments are equal. Deposit liabilities reduced by tax pay- 
ments are not restored by debt repayment. Therefore, the excess reserve 
position of member banks is improved. 

If the Treasury paid off the Federal Reserve holdings of short-terms 
with the proceeds of taxation, there would be no restoration of member 
bank reserves which had been initially reduced by tax payments. What 
will happen is simply the reduction of the account of the Treasury by 
the amount of debt repayment. The excess reserves of member banks 
will not be reduced by an amount precisely corresponding to their loss 
of reserves since their deposit liabilities have likewise declined. 

The question as to whose holdings of short-terms should be retired 
first—those of the Federal Reserve banks or those of the member 
banks—must be answered so that the method selected is in harmony 
with the cyclical objectives of the tax policy pursued. If the tax struc- 
ture is designed to discourage expansion, then tax revenues should be 
employed to retire the holdings of the Reserve banks. If taxes are 
levied and collected so as to have a minimum effect on expansion, then 
the holdings of member banks should be retired. The unresponsiveness 
of the banking system to changes in its reserve position in the past 
suggests that the method of retirement of the debt may not rank with 
the source of funds as a cyclical measure. 

In the previous discussion, the source of funds has been assumed 
to be taxation. Under the assumption that the source is nonbank loans, 
effects on deposits and reserves are quite similar. Borrowing as a fiscal 
weapon, however, is less deflationary than taxation. 
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Short-terms now mature with such frequency that the Treasury can, 
{ it desires, effect debt reduction at almost any time in whatever 
manner is preferable or most convenient. During the twenties, federal 
debt reduction was accomplished mainly by retiring short-term issues.** 
The maturities of the future offer even greater opportunity. Treasury 
surpluses will determine reductions; the interest rates will probably 
determine the funding, refunding, or exchange operations—even the 
choice of securities. 

Without knowing actual conditions or assuming hypothetical cases, 
it cannot be said whether funding would substantially change the hold- 
ers of the debt or merely give the same group of owners securities with 
different rates and maturities. It is hard to imagine much change in 
total bank holdings, the national debt having attained its present 
magnitude, short of payment by taxation. Among the other financial 
institutions shifts may occur. The holdings of the Reserve banks may 
increase but probably more as the result of open-market purchase 
than of direct subscription on the occasion of funding or refunding. 

Finally, there is little reason to believe that sudden reduction in the 
amount of the short-term debt will be effected. It seems probable that 
in the attempt to keep interest costs low, the short-term holdings of 
the Reserve banks may be renewed repeatedly for some years, but the 
management of these instruments will be a continuing problem in the 
future. 


III. Maintaining Bond Prices 


The problem of maintaining the market raises the question as to 
whether the government should attempt to keep the price of its bonds 
in the open market from falling below par. And, if so, by what means 
shall this be done? Sometimes the “par” standard is not adopted but 
the government seeks to prevent precipitate decreases in the price of 
its bonds, or to minimize declines from the wholesale liquidation of 
securities.“* Ordinarily “maintaining the market” has not referred to 
reducing the price of securities when the market is above par. If that 
condition continues for a time the Treasury will doubtless attempt 
conversions at lower interest rates. Seldom has the government been 
interested in preventing a rise in the price of its debt obligations unless 
the increases are the result of speculation. With respect to price changes, 
the monetary authorities have what are perhaps broader interests. The 
Federal Reserve banks buy and sell government securities to affect 
excess reserves and the credit operations of member banks.** The 


Val 


n Sant, op. cit., pp. 36-40. ! 
“In general, “maintaining the market” does not refer to renewal, refunding or pay- 
t, although each of these may affect the price of outstanding bonds, but to the tech- 
niques of keeping the market price of securities from falling below par. 
“Cf. John H. Williams, “The Implication of Fiscal Policy for Monetary Policy and 
the Banking System,” American Economic Review, March Supplement, 1942, p. 246. 
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price of governments per se is of secondary concern in monetary policy 
But neither the Treasury nor the Federal Reserve System is indifferent 
to the economic effects produced by changes in the price of government 
bonds. The Treasury is, perhaps, more interested in the effects upon 
future financing than in the revaluation of outstanding securities, The 
Reserve banks are chiefly concerned with the monetary effects of the 
price changes; the Treasury may be similarly concerned. But the larger 
the debt and the more it is financed through the banks the less effective 
are the customary monetary controls.** Yet, as banks supply ever 
increasing sums to the government, the more the Treasury must con- 
cern itself with the effect of price changes in its securities heid by the 
banks and other institutions. This concern seems to be essentially 
cyclical in character—a matter to worry about during credit stringencies 
or booms.“ 

Those who may be affected by changes in the market prices of U.S. 
securities are the various classes of holders shown in Table VIII. The 
holdings of federal agencies and trust funds may be disregarded. These 
are in the nature of interfund loans; some of them, such as the retire- 
ment fund investments, are made for the sake of the yields under 
conditions where the market value of the investment at any one moment 
is unimportant. Price maintenance does not arise with respect to the 
nonmarketable debt,** and in the case of short-terms is generally 
disregarded. This will reduce considerably the potential effects of price 
changes upon various holders of public debt.*® Nevertheless, the bulk of 
intermediate and long-term marketable issues is held by financial insti- 
tutions with varying degrees of interest in the price of securities. It is 
from these holders that the demand for stabilizing bond prices ema- 
nates. In case of the marketable debt there has been a substantial in- 
crease in the number of holders whose psychological reactions may be 

“Tbid., p. 240. 

“ Morton has said that “marketability” is a fair weather standard, to be abandoned 


in a crisis. Walter A. Morton, “Liquidity and Solvency,” American Economic Review 


June, 1939, p. 278. 

** Especially U. S. War Savings bonds, series E. 

“ After deducting holdings of special issues by federal agencies and nonmarketable 
issues held by “other investors,” the percentage distribution of ownership of interest 
bearing public debt for 1943 was as follows: 


Federal agencies (public issues) 
Federal Reserve banks 

Member banks 

Other commercial banks 
Mutual savings banks 

Insurance companies 

Other investors 


The relative importance of holdings of commercial banks is modified, of course, by their 
large holdings of short-terms. 
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adversely affected by falling prices of government bonds. Should scares 
,mong them develop, there are more sheep to follow the leader. This 
fact might introduce somewhat wider fluctuations in prices than if 
the debt were distributed among a smaller number of holders. More- 
over, the potential effects of selling by psychologicaily impressionable 
masses become greater as the debt and the number of holders increase.*° 


What would bring about the selling of bonds by individual holders 


TABLE IX 
or Bonp HoLpincs TO ToTAL LOANS AND INVESTMENTs OF ALL MEMBER BANKS IN 
FEDERAL RESERVE SYSTEM 


June 30, 1928, to June 30, 1943* 
(amounts in millions of dollars) 


U.S. Government Total Loans 
Bonds Direct and Other Bonds Total Bonds and 
Guaranteed Investments 


> Per Ce 
Amount Amount Amount Amount of 


$ 3,212 .2%| $4,462 1% |$ 7,674 .9%|$35,061 | 100. 

3,005 4,861 2.6 | 7,866 35,711 | 100. 
8,985 35,656 | 100. 
10,049 33,923 | 100. 
9,301 28,001 | 100. 


8,215 
9,803 
10,913 
12,744 
12,739 


13,277 
15,853 
16,712 
19,762 
22,560 


31,034 


"340 5,645 
6,011 


5,138 


4,490 
4,689 
4,897 
5,499 
5,231 


3 
4.038 
4.163 


24,786 | 100. 
27,175 | 100 
28,785 | 100. 
32.259 | 100 
32,739 | 100. 


5,114 
,016 
, 245 
7,508 


30,721 | 100. 
32,603 | 100. 
34,451 | 100. 
40,659 | 100. 
46,800 | 100. 


8,374 
10,617 
11,380 
14,319 
17,170 


4,903 
5,236 
5,332 
5,443 
5,390 


Www 
nn 


67,154 | 100.0 


| 26,031 | 38.8 5,003 


* Compiled by Division of Research and Statistics, Federal Reserve Bank of Chicago. 


would be a rise in the rate of interest with impending capital losses. 
Many untutored citizens, of course, connect the fall in the price of 
governments with the security of the government itself. Even this 
illusion may be worth preserving. It is difficult to argue that government 
bonds should not be as good as cash and, often, more convenient. 
Commercial banks as the principal holders of the public debt are 
vitally concerned with the stability of U. S. security prices. Their 
investments of government bonds have increased both relatively to 
” While there is no price maintenance problem with respect to the nonmarketable debt, 


the panic liquidation of marketable issues might stampede the redemption of the non- 
marketable debt. 
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their other assets and absolutely over the years (since 1928), as shown 
in Table IX. The stake of banks in government bonds is over fou, 
times greater than in 1929, measured as a percentage of earning assets. 
On June 30, 1943, U. S. government bonds comprised 38.8 per cent 
of the total loans and investments of the member banks in the Federal 
Reserve System. A decline in the market price of bonds will be 
reflected in a change in the worth of these assets, depending upon 
how they happen to be carried on the books of the banks. 

The depreciation of bank assets due to the fall in bond prices may 
call for the sale of assets, write-offs to protect depositors from possible 
loss, curtailments in dividends, assessments against stockholders.” the 
calling of loans and other practices likely to produce credit restrictions. 
depending upon the severity of the break in the market and rules and 
regulations governing the valuation of securities. Prior to 1930, federal 
securities had to be valued at the market price.** During the crisis of 
1931, the Comptroller permitted government bonds to be carried at 
cost.** In 1936, that officer ruled that banks were prohibited by law 
from buying “predominately speculative” securities. In 1938, the 
present practice of carrying governments at cost—showing neither 
appreciation nor depreciation—was agreed upon by the Treasury, the 
Federal Reserve Board, the Federal Deposit Insurance Corporation, 
and the Comptroller.** Consequently the necessity for maintaining the 
price of U. S. bonds to assure the immediate solvency of banks no 
longer exists. This is a matter of rule as distinct from law, and con- 
forms to the easy-money policy employed in financing the war. A 
reversal of policy could easily change these accounting practices. 
Bankers like to carry assets at market and dislike to write them down. 
It is natural for them to exert pressure to have market prices main- 
tained at or above the issue price. Insurance companies react similarly 
even though they are under less pressure than banks to meet tests 
of solvency at any time and can hold obligations to maturity. Also 
current interest, premiums, and other income can be invested at going 
market rates. Competition in dressing up balance sheets, however, 
is likely to add its pressure to that of others for continuous maintenance 
of the bond market. 

Of course, it may be argued that these purchasers assumed the risks 
from price fluctuation prior to maturity, when they purchased the 
bonds, and that interest payments compensate them for such risks. 
They are not assuming risks of nonpayment, for the United States has 
both the ability and the intention of meeting its obligations at maturity 

* Not applicable to national banks, nor to other banks in some states. 

* Morton, loc. cit., p. 276. 


Tbid., pp. 276-277. 
“ Ibid., pp. 279-281; Federal Reserve Bulletin, July, 1938, p. 566. 
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That is taken for granted by the holders of the debt and by all United 
States citizens. From the point of view of payment, U. S. securities 
are practically riskless investments. It may be argued in consequence, 
therefore, that the government has no interest in price fluctuations 
prior to maturity unless the economic effects of the changes run counter 
to monetary, fiscal, or other policies of the government. 

Under present circumstances it is doubtful if government bond 
prices need to be maintained at the issue price for the sake of bank 
solvency. Price declines are only significant for banks that are forced 
to sell bonds. If the bank does not have to sell, it can keep its govern- 
ment bonds without write-offs. If it elects to carry them at market 
because of its own notions of accountability; it can bear the costs 
of its own ideas. But if the prevalence of similar notions brings credit 
stringency when a different policy is socially desirable, the Treasury 
and monetary authorities should step in with correctives. 

Even if the bond market should decline precipitately, it is by no 
means certain that banks would sell bonds until forced to do so.*® 
Before selling bonds the banks would first dispose of their short-terms 
—the bills and certificates now held in substantial amounts.** They 
could also rediscount their government obligations at par with the 
Federal Reserve banks at low preferential rates.°’ Resort to these two 
courses makes the sale of government bonds by typical banks an un- 
likely event, so long as they are well circumstanced as at present. 

In order to maintain the value of its securities, the government may 
attempt to stabilize the interest rate over a long term of years at or 
near its present level.** That will eliminate the depreciation of security 
values due to the capitalization of higher interest rates. It will minimize 
the carrying costs of a public debt now great enough to cause the 
Treasury to endeavor to keep them at a minimum. Nevertheless, the 
possibility that interest rates may become firmer in the postwar years 
must be recognized. It may be that commercial rates will rise somewhat, 


® Cf. Williams, loc. cit., pp. 244-245: “The banks have made progress (since 1937) in so 
rranging their portfolios as to be able to hold longer-term securities through periods of 


mporary market stress.” 
f. Table VI. 
“ Federal Reserve Bulletin, December, 1943, p. 1156. 

1 address before the National Association of Supervisors of State Banks in 
incinnati, Ohio, on September 17, 1943, Marriner S. Eccles, Chairman of the Board 
f Governors of the Federal Reserve System, said: “You have only to look at the 
inprecedented and still growing volume of bank deposits created as a result of war financing 

ealize that relief cannot be expected to come through a rising interest rate structure 
the war. The command over the interest rate structure which governments have 
xercised during the war will not, in my opinion, be relinquished afterward. In view 
the high debt refunding operations that the Government will have to carry on and the 
ve effects of a falling bond market, or, otherwise stated, of a rising interest 

mn these operations, it is hardly likely that the responsible authorities would fail 
rcise their undoubted powers of control to prevent any such wide fluctuation 
terest rates as would afford the banks a hope of rising returns from this source.” 
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increasing the differential between commercial rates and rates on 
government paper. In the past, the trends of these rates have been 
similar*® and may continue. The government, on the other hand, may 
use the mechanisms at its command to keep the rates on its own 
securities approximately where they are; in addition, it may become 
interested in keeping all interest rates low,® since the very policy of 
permitting commercial rates to rise may make the maintenance of its 
own rates difficult, if not impossible. 

But suppose interest rates do rise? The Treasury can keep its 
outstanding bonds from falling in price only by taking them off the 
market. One method of accomplishing this is by offers to exchange 
outstanding bonds for new issues bearing a higher rate. The Treasury 
will hesitate to do this because of the great tax burdens added interest 
costs impose. Nevertheless, higher interest costs may be desirable 
if such payments keep down cash balances by inducing investors to 
maintain their holdings of governments instead of selling to the banks. 
Higher taxation appropriately fits into this by providing the added 
interest payments without, at the same time, permitting increased 
incomes. 

If the government does not refund, then the alternatives: are (1) 
to let the price of bonds fall to whatever level the capitalization of 
higher interest drags them, or (2) to maintain the market by a bond- 
purchase policy. If the first alternative is selected, no action is required. 
If, however, price maintenance through purchases is selected, the co- 
operation of the Federal Reserve System will be required. The larger 
the debt the greater is the size of the stabilization fund required; 
it is doubtful if the Treasury could manage the task alone. 

Suppose, however, that rates of interest decline. This will cause 
bond prices to rise. If the fall in rates is not a temporary condition, 
the Treasury will attempt conversions at lower rates for all maturing 
issues. Successful conversion is one of the visible signs of good debt 
management. It will restore the price of converted issues to par. The 
longer the conversion is delayed the greater the likelihood that specu- 
lation in government bonds may commence, bringing about the sale 
of governments by the Reserve System when such speculation is 
symptomatic of widespread inflation. 

With respect to long-run changes in the rate of interest, wise 
Treasury management would refund, or exchange, at higher rates 
when interest rates are rising, and convert at lower rates when interest 

°° See Federal Reserve Charts on Bank Credit, Money Rates, and Business, March 2 

4. 2 
erie ability of the government to influence the commercial rate of interest by Treasury 


and Federal Reserve bank action is reserved for discussion on another occasion. 
* Maturing issues may be refunded at higher rates. 
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rates are declining. Fiscal and monetary policies as related to inflation, 
deflation, and employment, often complicate this easy statement of 
policy. 

' What are the factors on the supply side of the market (for govern- 
ment securities) that are likely to influence the price of bonds, and 
‘hus the rate of interest, after the war? 

During the war, many federal securities were purchased on the 
basis of patriotic motives for temporary holding. After the war, these 
securities will tend to be held until other uses for the funds appear 
to be more impertant. Among the temporary investors are state and 
local governments with surplus revenues which, because of wartime 
controls, have not been spent on such things as highway construction 
and building maintenance.” Corporations have invested surplus funds, 
depreciation allowances, and reconversion reserves in U. S. securities. 
Both long- and short-term securities have been purchased,” although 
where the need fer cash in the near future could be anticipated, it 
may be assumed that the purchase of short-terms predominated. Never- 


© Retirement funds have made similar investments. Sale of bonds by these funds may 
nd on the development of more attractive interest rates. 
“Some indication of the situation may be gleaned from the following tabulation of 
curity sales during the first three War Loan Drives where both the types of owners and 
» kinds of securities purchased are shown: 


or U. S. GOVERNMENT SEcuURITIES DuRING First THREE WAR LOAN Drives* 
(amounts in millions of dollars) 


Certifi- 
Treasury | cates of | Treasury 3 , og Total 

Bills!’ | Indebted-| Bonds | 
ness 14% Cc 


Commercial banks $1,707 | $4,255 | $4,168 $10,130 
Savings banks 272 3,036 
Insurance companies 332 6,368 
Other corporations* 5,452 3,456 
Individuals, partnerships 
and personal trusts 730 3,128 5 , 88. 51. 10,256 
Dealers and brokers 1,124 1,195 2,319 
Eleemosynary institutions 53 117 170 
U. S. Government agencies 
and trust funds 14 1,271 1,284 
State and local governments, 
ind funds 700 732 30 26 | 1,492 

232 154 386 


Total $1,707 [$13,164 '$23, 625 | $6,457 | $5,469 [$50,425 


* Less than $50,000. 

’ Not included after First Drive. 

* Includes sales to eleemosynary institutions and U. S. agencies and trust funds not 
ed through the Treasury Department during Third Drive. 

* Data taken from Bulletin of the Treasury Department, January, 1943, p. 2; May, 1943 


p. 3; October, 1943, p. 4. 
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theless from these various holders bond sales may be expected jp 
the postwar years. 

In the reconversion period and months immediately following, when 
goods become more generally available for consumers, some pressure 
on the banks will develop from the withdrawal of funds temporarily 

carried as deposits by war workers and members of the armed forces. 
On the one hand, the withdrawals will affect banks in territories from 
which war workers and soldiers depart. New deposits may be expected 
as they relocate. The same is true with respect to the shifting of 
business deposits. Banks in some areas may be brought under great 
pressure to sell governments—first short-terms, then bonds—to protect 
deposits. Other banks gaining deposits will be in a position to buy 
It has been estimated, moreover, “that most banks hold sufficient 
short-term securities to cover a loss up to half of their deposits without 
in any way endangering their capital position.”** The territorial aspects 
of this problem will be greatly eased by gradual transfers from war 
to peace. On the other hand, withdrawals in the postwar period to 
purchase goods is not a territorial problem. As individuals withdraw, 
their withdrawals tend to reappear as credits to other depositors. Little 
or no pressure, therefore, on the banks as a whole, is to be expected. 

In the postwar years, with industry needing more capital for recon- 
version, working capital, etc., enhanced opportunities for bank profits 
may become a reality. Such loans will afford more attractive yields 
than government bonds. Rather than sell their governments, commercial 
banks may prefer to borrow from Federal Reserve banks. Such bor- 
rowing would tend to increase profits as banks could have “the cak« 
from government investments and enjoy the fruits from commercial 
loans at the same time.* The difficulty is that, since the depression 
of the thirties, banker psychology has opposed borrowing from the 
“Fed” and such borrowing as there has been has, in the main, been 
due to one emergency or another.®* This psychology may, however, be 


“William W. Tongue, Department of Research and Statistics, Federal Reserve Bank 
of Chicago. Letter dated January 6, 1944. See particularly Miss Sylvia Zoller’s unpub- 
lished memorandum, “The Effect of Higher Interest Rates on Banks,” prepared in De- 
partment of Research and Statistics, Federal Reserve Bank of Chicago, where it is con- 
cluded: ‘(Many banks will have heavy deposit withdrawals and may be forced to sell 
part of their longer-term holdings to meet these immediate cash requirements. Although 
banks so affected may be in a very small minority, this selling may be important enough 
to start a strong selling wave and cause large further sudden declines in bond prices.” 

® Member banks can secure advances at par from the Federa] Reserve banks, at pres- 
ent writing, secured by U. S. government bonds bearing 2% interest, or more, at a dis- 
count rate of 1%. Advances secured by U. S. securities maturing within one year can 
be discounted at rate of 29%. At this latter rate, it may be profitable for banks even to 
discount certificates of indebtedness now yielding 74%. See Federal Reserve Bulletin, De- 
cember, 1943, p. 1156. 

“The bills discounted, for member and nonmember banks, by the Federal Reserve 
System at the end of each year have been as follows: 
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-hanged before the war ends, for the continuance of Treasury borrow- 
‘ng may well force the resumption of discounting operations with the 
Reserve banks. This change would appear to ease the pressure for 
the sale of governments by banks after the war. 

Insurance companies may sell federal securities in large blocks if 
more profitable investments are available. Their interest assumptions 
on outstanding contracts are typically more than the returns paid on 
current issues of U. S. securities’ and some insurance officers have 
urged the Treasury to issue special obligations bearing interest rates 
sufficient to cover those assumed for life insurance calculations. The 
Treasury has turned a deaf ear to such subsidies, but after the war 
insurance companies cannot be expected to hold on to more governments 
than company earnings justify. They will be sold as more profitable 
investments appear, just as during the late depression governments were 
turned to as profitable alternative investments disappeared. 

Similar motives from the income point of view, reinforced by the 
desire to avoid capital losses as interest rates tend to increase on the 
market, will doubtless extend to other holders of the public debt. 
More profitable opportunities” are also a temptation to commercial 
banks to sell government bonds.** To whom will owners sell their 
securities? What are the factors on the demand side of the market for 
government securities? 

At certain stages in the postwar economic cycle, commercial banks 
could absorb the issues thrown on the market. On the other hand, if 
industry needs funds at rates above government offerings, bank re- 
sources, on the basis of profit opportunities, will tend to go to industry 
until that demand is satisfied, or until the effective government rate 


BiLLs DISCOUNTED BY FEDERAL RESERVE BANKS IN MILLIONS OF DOLLARS* 


1926 37 | 19: | 1942 i$ 6 

1927 5 | 1943 | 101 (12/29) 
1928 56 | 1936 1944 | 31 (1/5) 
1929 : 1937 | 


1930 | 1938 
1931 x | 1939 
1932 | | 1040 
1933 | 1941 


ita 1918-42 taken from Twenty-ninth Annual Report of the Board of Governors of the 
System, covering operations for the year 1942, p. 79. Data for December 29, 1943, 
ry 5, 1944, secured from Federal Reserve Bank of Chicago. 
typical interest assumptions on which life insurance has been written are 4, 
%, with a few companies now using 214%. 
Cf. Hicks, op. cit., p. 330 (made with reference to short-terms); Haley, “The Fed- 
il Budget: Economic Consequences of Deficit Financing,” American Economic Review, 
1941, p. 86. 
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rises enough to overcome the expected economic preference.” There 
seems to be some point, if the price falls low enough, at which bank; 
will rush in to take the bargains off the market. However, in view of 
the relatively large holdings of governments by banks, they will prob- 
ably not be willing purchasers of additional governments save at attrac. 
tive yields, or as brokers for their customers. Moreover, the oppor- 
tunities for resale of bonds to customers doubtless will be limited 
during the reconversion period. What lies beyond is uncertain byt 
whatever way the cycle moves, it is hard to see it as producing an 
increased market for government bonds,” or as providing a private 
mechanism for the stabilization of bond prices. 

The Federal Reserve System could purchase securities, but should 
do so only for reasons of monetary policy. Its purchase of governments 
would increase excess reserves and augment available bank credit. If 
this occurred after industrial reconversion, it would tend to swell 
the drift toward inflation which may be expected from other quarters. 
Instead of buying governments, the more appropriate policy would 
probably be to sell them. 

While the Federal Reserve System, under the present easy-money 
policies for financing the war, is obviously in no position to exert a 
counter-inflationary influence by selling securities on the open market, 
and is actually pursuing a vigorous buying policy, yet it should select 
its portfolios now so as to be in a position to exercise effective monetary 
control in the postwar years. Specifically, this indicates the desirability 
of increasing its ownership of long-term bonds.” This will, also, assist 
the Treasury in financing the war, by supporting the bond market and 
encouraging member banks to buy longer term bonds. 

If, for whatever reason, it should be decided to stabilize the price 


Tt could be assumed, of course, that the demands for private capital and commercial 
loans might be provided by the government or its corporations, while the banks could 
be used to finance the government (purchase and hold its bonds). This may be appro 
priate assistance by government during severe depressions, but is hardly the role in 
which banks and the government should be cast in prosperity periods. Likewise, it runs 
counter to notions of competitive capitalism toward which government is expected to trend 
in the postwar period. 

® This does not overlook the possibility that borrowing may be employed to finance a 
public works or other employment-stimulating program in the postwar period. Such 
policies do not increase the market for government bonds: they utilize whatever market 
exists. 

™The ownership of U. S. securities, direct and guaranteed, by the Federal Reserve 
System on December 29, 1943, was as follows: 


Bonds $ 1,624,664,000 14.0% 
Notes 676,900,000 5.8 
Certificates 2,407 ,150,000 20.7 
Bills 6.906,175,000 59.5 
Total $11,614,889,000 100.0% 


Data secured from the Federal Reserve Bank of Chicago. 
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legislation. 
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‘ government bonds, resources are available with which this can be 
.complished. They include purchases by the Federal Reserve System, 
Treasury purchases (including the use of working balances in the 

| Fund, and in the Gold Stabilization Fund), the issuance of 
enbacks, and the suspension of reserve requirements by the Federal 


ter is indebted to Mr. William W. Tongue, Financial Economist, in the Divi- 

earch and Statistics of the Federal Reserve Bank of Chicago and to Mr. 

en, Fellow in the University of Chicago, for the following information on which 

ntial power of the Reserve System to stabilize the bond market by means of open- 
perations is based. 

irchase of government securities on open-market account would expand the deposit 

te liabilities of the System. In the following estimates it is assumed that the 


nerease in liabilities will be divided equally between Federal Reserve notes in actual 


n and member bank reserve deposits; i.e., the total increase in circulating 
ll be composed 4% of money in circulation and % in member bank deposits, 
average member bank reserve requirements against deposits of 20%. The 
Reserve System can expand its holdings of governments under four powers: 
irrent excess reserves of Federal Reserve banks; (2) use of powers conferred 
Amendment and Gold Reserve Act; (3) issuance of Federal Reserve bank 
tes; and (4) suspension of reserve requirements. 
As of October 20, 1943, the Reserve banks had excess reserves of $9,229,000,000, 
h a priori permit purchase of $24,611,000,000 of government bonds. This 
| bring corresponding expansion in Bank liabilities and reduce reserves to ap- 
ite legal minimum. 
the Thomas Amendment (Sec. 43) of the Agricultural Adjustment Act of 
3 Stat. 33) as amended by the Gold Reserve Act of 1934 (43 Stat. 337), and 
ther amended and under other provisions of the latter act, the Treasury could 
tire additional resources to purchase substantial amounts of government securi- 
hrough (a) issuance of U. S. notes, (b) monetization of silver bullion held by 
the Treasury, (c) devaluation of silver to 50% of present monetary value, (d) 
tabilization fund, (e) and use of remaining increment from devaluation of the 
In view, however, of the expiry of paragraph (b) (2) of sec. 43 of the 
Acricultural Adjustment Act on June 30, 1943, it is doubtful whether the powers 
led under (b) and (c) are still in effect. 
If further reserves are needed for purchase of governments, they can be acquired 
without limit by use of Federal Reserve bank notes. These can be issued with 
y direct U. S. obligations as collateral, without any additional reserves being re- 
tired. Federal Reserve Act, Sec. 18, Par. 6. Further, these may be “retired” by 
siting gold certificates with the Treasury. Actually the Federal Reserve banks 
ild credit the account of the Treasury, entitling the Treasury to withdraw gold 
tificates from the Federal Reserve banks. But since gold certificates cannot be 
paid out to retire the Federal Reserve bank notes, the Treasury presumably would 
spend the deposits or leave them as balances with the Federal Reserve banks. The 
Federal Reserve bank notes outstanding would thus become outstanding obligations 
the U. S. rather than of the Federal Reserve System. This assumes a legal con- 
tion that Federal Reserve bank notes are “lawful money” usable as reserves 
d t deposits of the Federal Reserve System. 
4. Finally, the Board of Governors of the Federal Reserve System has power to suspend 
rve requirements for limited periods. See Federal Reserve Act, Sec. 11(c), Par. 4. 
his power could be used in emergencies to permit additional purchases of U. S. 


The possibilities for supporting the bond market under legislation yet to be conceived 
nacted are legion. One proposal, for example, is to force banks to hold government 
maturity. Similar coercion might be applied to other institutions. Or special 

be set up to buy government securities whenever they fall below par as was 

in 1 when the Secretary of the Treasury was authorized to purchase 5% annually 
par amount of bonds issued. (See R. A. Love, Federal Financing, New York, 1931, 
Other proposals have been made to permit payment of obligations to the 
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It would seem, however, that the best policy to follow with respect 
to the maintenance of bond prices in the postwar period is for the 
Treasury and monetary authorities to co-operate in keeping interes 
rates low. Should they rise, the Treasury should refund at higher 
rates, just as it has always converted callable or maturing issues when 
interest rates decline. Such price changes as are the result of the 
operations of the Federal Reserve System should be primarily fo; 
reasons of monetary policy rather than for the stabilization of bond 
prices per se. Thus, price maintenance becomes largely a cyclical 
problem in which the price of securities is of secondary concern. 

If it should be decided as a matter of policy continuously to maip- 
tain the price of government bonds at par, and this policy were an- 
nounced, it would, in effect, make all government obligations practical 
substitutes for cash—perhaps superior in some cases. This would pre- 
suppose, of course, that once announced the government was in an 
unequivocal position to carry out the policy. This would mean that 
banks and all others could hold long-term bonds from a liquidity point 
of view as easily as short-terms. Moreover, if the government were in 
a position to make its maintenance policy completely effective, interest 
rate differentials among the various types of securities could be 
expected gradually to narrow. The differentials are ordinarily explained 
on the basis «£ time from issuance to maturity.’* Already, due to 
Federal Reserve purchase policies for bills and support of the market 
for certificates, the distinction between the rates on these short-terms 
is now practically meaningless.’° If, therefore, the government assured 
a stable price on bonds or agreed to purchase them at par, present 
long-term interest rates, though already low, should tumble further. 
The government should certainly exact such a reduction as the price 
for continuous bond maintenance. Should it decide on such a main- 
tenance policy, it should be publicly announced with rate reductions 
driven to the competitive limit. Should it adopt the policy but refuse 
to announce it, only those who sold bonds would benefit. But whether 
government bonds should be converted into substitutes for cash by 
means of a price maintenance policy is highly questionable. Such a 
policy may be appropriate during a period of deflation but an increased 
quantity of money substitutes may invite inflation. 


United States by the surrender of debt at par or at wisseihiane, values. (For similar a 
posals at the end of the last war and difficulties encountered see Love, op. cit., pp. 200-2 
Van Sant, op. cit., p. 21.) 

™ But note in Table XI exceptions to this general statement. 

"The present apparently contradictory spread between bills and certificates may per- 
haps be explained as follows: (1) Federal Reserve policy as to the maintenance of the 
certificate market has been less clearly enunciated than its policy of support for the | 
market; (2) conventional distinction between rates make for rigidities and persistence in 
the differential even when its economic justification has passed. Continuance of factor 
such as these may mean the modification of any predictions as to the future effects o! 
price maintenance policy. 


mont 
as to 
loans 

In 
admi 
place 
there 
as di 
atter 
matu 
beyo 
may 
date 


tne | 
1iSCU 
+ in 
ry 
nd 
nce 
tnel 
om 
lay 
1S O 
ince 
hew 
inde 
the | 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 123 


IV. Meeting Maturity Schedules 


‘he way debt maturities are handled will go far toward maintaining 
the market on outstanding securities, as was indicated in previous 
jiscussion. The maturing public debt issues will confront the Treasury 
t intervals over the course of the next generation. The time the Treas- 
ury will have to face its debt maturities is determined when the obliga- 
ions are issued. What the precise problems will be will depend on 
conditions in an unknown future. Whether the debt will come due 
in the midst of prosperity or depression, in peace or war, in time of 
crisis, and financial stringency or during periods of full employment 
ind rising incomes, will be known certainly only when the due dates 
arrive. The closer the maturities are to the time of issue, the less 

ertain is the future; as maturity dates draw nigh the Treasury 
will learn what to expect and will attempt to devise policies appropriate 
to the occasion, but the more distant the maturities the less the present 
concern over the problems then likely to arise. Questions raised by dis- 
tant maturities may have to be solved by other administrators, borne by 
ther taxpayers and, perhaps, determined by different ideas or principles 

from those now in vogue. But the state today must run on borrowed 
money, its settlement dates must be spread over future calendars, so 
as to maximize present operations. Lenders, too, do not want all of the 
loans coming due at the same time. 

In time of war, debt issuance is almost a continuous process; for 
administrative convenience, weekly, monthly or other datings are 
placed upon securities as they are emitted. The meeting of maturities, 
therefore, is never a static problem. It is a task that moves along 
s debt cumulates and as the Treasury staff, with a table of present 
maturities before it, selects the due dates or call dates of new issues, 
attention being given in the process to the wishes of lenders. The 
maturities are thus constantly changing. Some may be pushed forward 
beyond others, intervening dates may be filled in, additional maturities 
ay be fixed for times already partially filled; but, whatever the 
date selected, the Treasury as a going concern is mindful that some 
day in the future it will have to face the debt maturity problems of 
its own creation. Consequently, it is careful to avoid the concentration 
of maturity dates. By spreading its maturities, it hedges against future 
uncertainties which large volumes of debt maturing at a given time 
might magnify; refunding, conversion or payment are facilitated, strain 
on the banking system is lessened, and better terms for renewals, or 
new money, may even be secured. The spreading of maturities has, 
indeed, become a maxim of debt administration. 

The schedule of maturities as they existed on October 31, 1943, 
the latest date for which information was available, is shown in Table 
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X. The schedule covers a period from 1943 to 1972, beyond whic 
no maturities yet extend, and indicates that the Treasury has Wisely 
allowed itself some discretion in meeting its maturity problems, Iscy¢s 
have been floated, giving the Treasury the option of calling they 
several years before the final maturity date. For example, the 27 
per cent bonds issued on March 15, 1935, in the amount of $2.61). 
000,000, are subject to call for redemption or payment on March {5. 
1955, but are finally due on March 15, 1960. On Table x. 
$2,611,000,000 appears for the year 1955 in column 5, headed “Fixed 
Maturities and First Calls,” and again in column 6, headed “Fixed anq 
Final Maturities,” but this time under the year 1960. Seven other 
instances appear on the face of Table X, columns 3 and 4. The table 
shows the fixed maturities by years (column 2) and the final maturities 
of the callable issues (column 4). The two combined (column 5) 
indicate the amount of maturing debt on which the government must 
act during any one year.” The total of fixed maturities, first calls, and 
final maturities (column 10) shows the maximum amount of maturities 
the government can elect to pay or refinance during any one year. 
On October 31, 1943, the amount of these liabilities aggregated 
$185,327,000,000, of which 23.46 per cent came due in 1943 and 
1944. Before 1948, 34.20 per cent of the maximum possible liabilities 
have to be met in some fashion; and before 1954, 70.57 per cent of 
the total will confront the Treasury. The next decade will see debt 
management as one of the major concerns of the United States fiscal 
policy. The maturing debt may place its shadow over other operations 
and policies of the government. 

The immediacy of these management problems is due to the increased 
use of short-term obligations. As the market for short-terms becomes 
sated, as it bids fair to do unless bank reserve requirements are changed 
or member banks start borrowing from the Federal Reserve System or 
both, the use of Treasury Notes will increase the five-year maturities. 
Their issuance will be reflected on subsequent maturity tables. Banks 
will doubtless be called upon in the forthcoming drives to increase 
their subscriptions to Treasury bonds. This will add to the ten-year 
maturities. The twenty-year bonds have been issued primarily to 
attract life-insurance-company subscriptions and new issues for them 
will affect the twenty-year interval on the maturity table. As the war 
borrowing continues, it would seem that there will be a tendency for 
the intermediate and longer-term debt to increase, as the market for 
short-terms exhausts excess reserves and as the maturities in bank 
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Cf. Annual Report of the Secretary of the Treasury, 1942, p. 488. 
™ Tables in the Bulletins of the Treasury Department show data for particular montis 
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portfolios tend to lengthen. It may also be expected—with the Passage 
of time and the continuance of issues for customary terms, such as 
ten and twenty years—that years now showing small amounts oj 
maturing debt will gradually be increased. Soon the three years showing 
no maturities whatever will probably be filled in unless the end of the 
war also ushers in a period of successive budgetary surpluses. In tha 
case, not only will the forward movement of debt maturities be ended 
but the maturing issues in such years may be met in whole or in part 
by payment. But it cannot be said that payment is invariably the bes 
policy. There are times in the economic cycle when the imposition 
of taxes for debt repayment are more deflationary than is good for 
the economy; at other times in the cycle it may be the most appropriate 
of policies. 

If debt is not to be repaid when due, the Treasury must arrange 
in advance for an extension of its credit or else its failure degenerates 
into a “technical,” or later into a real, default. The task of the debt 
administrator is to avoid these lapses if possible. The refunding or 
exchange of old debt obligations for new ones with later maturities, 
or even more liberal terms, is the usual mode of avoidance of payment. 
But whatever is done is determined by the exigencies of the time 
and the convenience of the Treasury acting in the national interest, 
Inasmuch as government exists for other purposes than the payment 
of past debts, its policies must be based upon some calculations of the 
alternative uses for its resources, the conditions being produced by 
the relevant stage of the economic cycle being considered. These con- 
ditions change with the forward movement of time and the economy 
of the nation. Meeting maturities is a dynamic problem; the con- 
venience of different policies for the Treasury will vary. Again, if the 
problems are dealt with hypothetically, the desired answers can be 
assumed when the supposed conditions are laid down. 

Two considerations of broad public policy are suggested. First and 
foremost, Treasury policies for meeting debt maturities should be 
cyclically determined. This will consist in managing the composition 
of the debt both as to type of securities and ownership so as to achieve 
the economic effects most appropriate to the cycle. It is often impossi- 
ble to separate these two aspects of the composition of the debt since 
shifts in one almost inevitably involve the other. Second, consideration 
should be given to the financial costs—that is, borrowing on the most 
favorable terms—to be weighed in debt management policy determina- 
tion in the light of their economic effects. 

Cyclical fiscal policies for meeting debt maturities will involve shilts 
in maturities as well as changes in the form and type of obligations. 
Shifts from long- to short-terms and vice versa are closely related to 
the money market. Short-terms perform functions more closely related 
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Sage ‘) money. Treasury maturity policies should be designed to increase 

as the quantity of money substitutes in times of depression and avoid 
S of them at other times. One type of security may tend to keep funds 
wing invested in governments for a longer period than another. By shifts 
‘the in securities offered, the Treasury should see that holders have in 
that their possession obligations appropriate to the time. However, many 
ded, of the differences of economic significance between various types of 
part securities are destroyed, as was pointed out in the preceding section, 
best if the government adopts a policy of continuously maintaining the 


market price of its outstanding issues. This it may do either by 
exchanges when interest rates change, or by open-market purchases. 
he policy of maintenance is the controlling factor, not the method 
by which it is made effective. 

‘Historically, the composition of the debt has been changing. Indi- 
viduals once were the principal owners of public debts; now it is the 
yanks and other financial institutions.** In the short-run—between 
issuance and maturity—the ownership of types of debt may change. 
Some classes of holders, due to preference of their own, may, at various 
times, prefer cash to continued investments in governments, or may 
prefer one type of security, or maturity, to another. During periods of 
prosperity when surpluses are accumulating, private industry may seek 
an outlet for its funds by investing in long-term government securities. 
During depressions, such investors prefer the liquidity afforded by 
short-terms. Mrs. Hicks has suggested that these shifts may be regular 
phenomena of the cycle.” Many of these changes have been fortuitous 
and they may so continue. It is the task of Treasury debt management, 
however, to try to control the composition of the debt on the basis of 
relevant economic effects. 

One of the major considerations is with respect to the quantity of 
money. In order to increase the quantity of money in the early stages 
of recovery from depression, increased borrowing from the banks is 
appropriate.*° As the economy moves from recovery to prosperity, bor- 
rowing from the current income stream is less expansionary.” These 
tendencies in the past seem to have been without design. Debt maturity 
management should make the worth-while fortuitous policies deliberate. 

Another relevant economic consideration is the need for private ven- 
ture capital in the reconversion and post-transition period. From this 
standpoint the upper-income classes should invest in industry rather 
than in government securities. This will be implemented by the gradual 
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“See Table VIII; also “Treasury Survey of Ownership of Securities,” Bulletin of the 
Treasury Department, November, 1943, p. 47 (or any month). 
See supra, footnote 36. 


an H. Hansen, Fiscal Policy and Business Cycles (New York, 1941), pp. 431-432. 
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extinction of tax exemption privileges as outstanding issues are eithe, 
paid off or refunded. The application of progressive tax rates to taxable 
issues will have a similar result. Positive encouragement to venture capi- 
tal may be extended by favorable differential taxation. On the othe; 
hand, lower and middle-income classes, and their institutions, should be 
encouraged to invest in governments and the relatively riskless secur. 
ties. Typically, the long-term issues are best suited to their needs. The 
increased investments of insurance companies, savings banks and fidp- 
ciaries and the sale of savings bonds through pay-roll deductions are 
wartime steps in this direction. 

The financial policies followed relative to maturities should be de- 
signed to secure for the government the renewal of credit on the best 
possible terms. To do this, the Treasury must know the terms on which 
holders at maturity are willing to renew their loans, as well as the terms 
on which new creditors are willing to pay off old ones. It involves judg- 
ment as to the proper timing for refunding operations or conversions. 
The answers to the questions involved are not always the same. Vague 
as are the “conditions of the market” and ‘“‘the convenience of the 
Treasury,” they are the stuff of which maturity policies are made. 
Where the financial objectives conflict with cyclical objectives the latter 
should be controlling. Often both objectives may be achieved at one 
and the same time. 

Both the financial and cyclical objectives of debt management can 
better be satisfied by the issuance of securities without maturity dates, 
but subject to call for redemption at the pleasure of the Treasury. It 
is not even important that the securities be free from call for any term 
of months or years. The Treasury can pay for the privileges it secures 
from its creditors. A study of the terms of issuance of federal securities 
will indicate too much adherence to rigid forms, with too little flexi- 
bility for exercise of wise management policies. The call provisions are 
put years ahead and the period between the first call date and final 
maturity has not recently exceeded five years. In Table XI are shown 
the provisions in U. S. bonds marketed since July 1, 1940, governing 
the years and months between the issuance of bonds and the first call 
date. The shortest period the Treasury has allowed itself before calling 
bonds is seven years. Six times it picked this period. On two issues it 
postponed the call date for over twenty-five years and there are eight 
issues which cannot be called until twenty or more years have elapsed. 
The right to call bonds at the convenience of the Treasury has certainly 
been contracted away. It is doubtful if the Treasury received much 
for the postponement except the thanks of holders who want call dates 
postponed as long as possible. They frequently tell the Treasury, on 
the basis of their own desires, that call loans cannot be readily mar- 
keted. This can be disproved by the doing. 
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The maturities on securities issued since July 1, 1940, as shown in 
Table XI, range from nine months to nearly thirty-one years in the 
case of a single issue. Only one issue was for a fixed term and not sub- 
ect to prior call. That was the issue of December 1, 1942, bearing 134 
per cent interest and maturing in five years, six and a half months. 


TABLE XI 
FROM Date oF IssvuE TO CALL AND Maturity In U.S. Bonps MARKETED 
Jury 1, 1940, ro DeceMBER 31, 1943* 


Term Term Years Amount 
| Rate to to Between of 
Date of Issue of Call Maturity Call and Issue 
| Interest ——/| Maturity in 

Years | Months | Years | Months | Dates Millions 
uly 22, 1940 24 13 103 15 1032 2 $ 681 
October 7, 1940 2 12 8} 14 8} 2 725 
March 15, 1941 2 7 — 9 —- 2 1,116 
March 31, 1941 24 10 113 12 114 2 1,024 
Tune 2, 1941 23 14 94 16 93 2 1,449 
October 20, 1941 23 25 103 30 103 5 1,596 
De ember 15, 1941 2 10 —_ 14 —_— 4 533 
Decem er 15, 1941! 24 25 102 30 103 5 1,120 
January 15, 1942 2 7 5 9 5 2 1,014 
February 25, 1942 2 10 33 13 23 3 1,511 
May 5, 1942 24 20 13 25 1} 5 882 
May 15, 1942 2 7 4 9 4 2 1,292 
July 15, 1942 2 7 5 9 5 2 2,098 
August 3, 19422 24 20 1} 25 1} 5 1,236 
October 19, 1942 2 7 5 9 5 2 1,963 
December 1, 1942 24 21 Py 26 4 5 2,831 
December 1, 1942 13 — — 5 64 — 3,062 
April 15, 1943 2 7 5 9 5 5 4,939 
April 15, 1943 24 21 2 26 2 5 3,762 
September 15, 1943 23 21 3 26 3 5 3,779 
September 15, 1943 2 8 10 2 5.757 

October 15, 19433 23 21 3 26 3 5 59p 

October 15,1943 | 2 8 — | 0 | — | 2 2,729 p 


p = Preliminary. 
Issue of additional amount dated October 20, 1941. 
* Issue of additional amount dated May 5, 1942. 
Issue of additional amount dated September 15, 1943. 
* Compiled from Bulletin of the Treasury Department, November, 1943, p. 31; ibid., Jan- 


al | 4A 
uary, 1944, p. 31. 


When call options are free, or even liberal, maturity dates have little 
real significance. When call provisions are lacking, as they never should 
be, the Treasury has no opportunity to do anything except pay or re- 
fund at maturity.** Indeed, it may be argued that refunding destroys 
most of the meaning of maturity dates except for the tasks imposed on 
the debt administrators. 


~ Or, if the interest rate has fallen, it may convert. 
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The Treasury has also given itself all too little room to adjust its 
policies to its own convenience or to general economic conditions ; In the 
brief period between the call and maturity dates. (See also Table XI) 
In eleven issues, since July 1, 1940, the Treasury has allowed itself only 
two years between call and maturity to arrange its financial policies, 
In one case the period given was three years; in another it was four: on 
nine issues the leeway was five years—a decidedly more liberal period 
from the standpoint of providing flexibility of debt management. Under 
the pressure of the war, with the patriotic zeal so evident in bond sales. 
the Treasury might well have set for itself a more liberal pattern for 
the future. 

A far better policy would be for the Treasury in its long-terms either 
to abandon all fixed maturities and swing over completely to the issu- 
ance of call bonds or, as a step in that direction, to add them to the 
securities now available. Issues similiar to the old British consols. or ties: 
perpetuities terminable on call, could run (apart from changes in the have 
market rate of interest requiring decisions as to refunding or conver- drift 
sion) until the Treasury called them for payment. They could be al- 
lowed to rise above or fall below the issue price as the Treasury de- 
cided, announcement being made at the time of issue. These securities 
would carry a fixed rate of return. Their value would fluctuate accord- 
ing to the capitalizations of the market rate of interest, accentuated or 
retarded by the activity of speculators. It would be possible for the 
Treasury to stabilize the market value of its perpetuities, but this would 
raise the same problems as term issues. The administrative conven- 
ience of consols makes them not only an easy answer to many of the 
problems faced in dealing with debt maturities, but a step forward in 
Treasury debt policy. The issuance of consols would also facilitate price 
maintenance. Tradition and unfamiliarity are against their use, as well 
as doubt as to whether, once issued, the Treasury could avoid being @% pon; 
forced, by pressure or unwise legislation, to maintain their price. Never- anot] 
theless consols have so much in their favor that the Treasury should i a 
begin their issuance at an early date. As a matter of fact, with interest 
rates at their present low point, the government should now issue con- 
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sols in lieu of long-term bonds in whatever amounts could be sold or that 
were needed to meet its financial requirements. As the borrowing pro- decie 
ceeded, it might be that the interest rate offered would have to be in- tire s 


creased, in which case the Treasury should do it as it would under any 
type of bond. Under present circumstances, however, there seems to 
be little reason to talk of higher rates for long-term money. Consols 
would be as attractive to many investors as fixed-term securities; many 
will prefer them. Certainly they provide the utmost flexibility in manag- 
ing the public debt, a desideratum fully justifying their trial. 


as to 
term 
due 1 
outst 
inter 
Syste 


— 
i 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 131 


CONCLUSION 


Debt management, often regarded as a financial or technical matter, 
has been related to the problems and policies of the economic cycle. 
Refunding, conversion, maintenance of the market, meeting maturities, 


eS. shifts from short- into long-term obligations and vice versa—all pro- 
on vide an opportunity for debt management to implement a cyclical fiscal 
od policy. In debt management, Treasury operations and those of the 
ler monetary authorities—the Federal Reserve System—merge in their 
es, efiects upon the economy. It is important that the policies of each be 
‘or harmonious and that they be conceived consciously in the light of prob- 
able economic effects. The wisdom of debt management is to be judged 
er by these results. 
u- ‘In the postwar years, debt management will have to meet the prob- 


lems raised by the redemption or refunding of nonmarketable securi- 
ties: it will have to keep afloat or fund the short-term debt; it will 
have to maintain the market for outstanding issues or allow them to 
drift as market forces determine; it will have to meet maturity sched- 
ules or, by appropriate policies, postpone the time of payment. Many 
of these management problems may be solved by debt repayment but 
that course is not always open and on occasion may not be the appro- 
priate policy, the effects of the requisite taxation being considered. 
Keeping the debt afloat will therefore involve refunding, conversion, 
and the exchange of issues, the operations being selected with respect 
to their bearing upon monetary and fiscal policy. 

More specifically, it is suggested that substantial proportions of the 
nonmarketable debt will probably be carried to maturity by present 
holders, provided that the drop in incomes during the reconversion 
period is not too severe and the subsequent rivival of productive ac- 
tivity maintains a high level of national income. Where debt manage- 
ment operations involve the substitution of one class of creditors for 
another, greater reliance on nonbank loans is suggested. In the case 
of short-term obligations their renewal over a period of years is en- 
visaged. They now operate as an indirect method of borrowing from 
the Federal Reserve System. The issues mature with such frequency 
that they can be retired whenever convenient. If the tax structure is 
designed to discourage expansion, tax revenues may well be used to re- 
tire short-terms held by the Reserve banks; if revenues are so collected 
as to have little effect on expansion, member bank holdings of short- 
terms should be first retired. To meet changes in the price of securities 
due to changes in interest rates, it is suggested that the exchange of 
outstanding public issues with appropriate adjustments in the rate of 
interest, should replace purchase and sale by the Treasury and Reserve 
System as a price maintenance technique. Finally, as a flexible in- 
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strument adapted to wise debt-management policies, including ease 
in maintaining the market, the facilitation of refunding or conversion, 
as well as reaping the advantages of propitious market conditions, the 
use of consols, or perpetuities subject to unlimited call at the conven. 
ience of the Treasury, is recommended. 

These suggestions all make possible the greater implementation of 
economic, fiscal, and monetary policy with respect to the cycle through 
the tools of debt management. To taxes, expenditures, and borrowing 
as instruments of policy may be added those employed in the manage. 
ment of outstanding debts. 
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DISCUSSION 


Dan THRooPp SMITH: Professor Leland’s paper does not state specifically 
hat should be done or when action should be taken. The discussion is admir- 
able for the very fact that it stresses the many factors to be considered in any 
decisions on debt management and the many ramifications of such decisions 
as are made. It is clear that the handling of the debt in the future must take a 
higher place than heretofore among the arts of finance, and will be a large 
element in what must become a co-ordinated fiscal policy. 

This approach is one with which I am in such complete agreement that I 
venture only to draw a few rather obvious generalizations from Professor 
Leland’s specific listing of individual points, The first proposition for empha- 
is is that the mere size of the debt is not crucial in determining its effects on 

ur economy. Changes in its composition and in the holders of it may be of 
sreater importance than changes in the quantity of debt outstanding. The 
possible shifts of securities between individuals, insurance companies, banks, 
and the Reserve System are perhaps of more significance as well as of greater 
magnitude than any likely short-term changes in the size of the postwar debt. 
[his is true both in the influence of the debt on the absorption and creation of 
funds, and in its effects through inducing or discouraging the spending of 
existing balances and incomes. 

There has, perhaps, not yet been enough attention given to this second type 

f influence; that is, the effects of debt management on the flow of spending. 
The familiar pattern of thought in this area is on the effects of debt on the 
quantity of available funds—either funds in the hands of the public or bank 
reserves. Rates of spending by the general public have traditionally been ex- 
pected to be influenced by debt developments only as inflation prospects induce 
a flight from currency. We may, however, in the future anticipate changes in 
spending arising from changes in the composition of the debt. As securities are 
issued and retired, they will absorb and release funds subject to different rates 
of use. With the debt equal to two or three times the probable postwar national 
income, relatively slight changes in it can be of overwhelming importance to 
income streams. 

\s a second point, it is important to note that there can no longer be a 
passive debt policy in which inaction may be presumed to yield neutral effects. 
Nor can decisions be made only as required by maturities. The very decisions 
not to initiate conversions or not to induce shifts in the type of debt holders 
are themselves forms of action. With the debt a large factor in a dynamic 
economy, it cannot at any time be ignored. 

[t also follows that we must have a new set of criteria for debt policy. Mini- 
mum interest cost, as Professor Leland has pointed out, as well as an ideal 
distribution of maturities, may often have to be subordinated to achieve more 
important objectives. To get away from the fetish of minimum interest, we 
shall not only need administrative officials fully aware of the implications of 
their actions, but a public which is not too ready to see in increased interest 
rates a subsidy to or even a conspiracy with the so-called “financial interests.” 
The new criteria are the same ones involved in any other aspect of fiscal policy. 
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Whether the immediate subject of consideration is the form of the debt, the 
maturity schedule, or the interest rate, fundamentally the most importan; 
issues in any analysis of the influence of debt are the sources of funds actually 
tapped and the uses to which they are put. The analogy with taxation is close 
in that money is taken out of income streams at certain points and put back in 
at others. In matters of the debt the problem is more complex because, to a 
greater extent than in taxation, not only income streams but pools of capital 
funds and potential credit are also involved. The debt then truly becomes an 
integral and in many respects a dominant part of our financial structure. Past 
suggestions for closer co-ordination between Treasury and Federal Reserve 
policy through some joint agency will become more forceful in the future. 

In a footnote Professor Leland notes certain ways in which changes in legis. 
lation may open up entirely new areas for debt management. Even though one 
may temperamentally prefer not to break with tradition, rather fundamental 
changes seem not unlikely. Various devices to freeze securities into the posses- 
sion of existing holders have been proposed, as, for instance, requirements 
that banks and other financial institutions invest a certain proportion of their 
resources in government securities, or attempts to convert individual holdings 
into some sort of government life insurance. Any such freezing would, of 
course, presumably be associated with a policy of spreading the differential in 
yield between government and other securities by an artificial market for, or 
an arbitrarily reduced supply of, the governments. Even gradual monetization 
of some parts of the debt may be reasonably proposed if we have a sufficiently 
rapid expansion in our economy. 

The key to the consideration of postwar debt problems is revealed in the use 
of the word management in the title of this symposium. The choice of the word 
is a particularly happy one. Management implies judgment and the appraisal 
of ever changing situations. It precludes a doctrinaire approach or any com- 
plete sets of advance blueprints. Present discussion seems most effective by 
marshaling, as Professor Leland has done, the many factors which must be 
recognized by those who have the formidable task of exercising judgment and 
making decisions to keep the debt no more dangerous or disturbing than is 
inevitable. 


LAWRENCE H. SEttTzeEr: Professor Leland is chiefly concerned with three 
problems: (1) how to relieve banks and other institutions of the risks of 
declines in the market prices of government securities; (2) how to relieve the 
Treasury of the risks and labor of meeting frequent and early maturities; and 
(3) how to use debt management to moderate cyclical fluctuations in business. 

To meet the first problem, he proposes that whenever the prices of its out- 
standing securities fall appreciably below par, the Treasury should offer to 
refund them with new securities bearing a sufficiently higher interest rate to 
make the latter sell at par. To meet the second problem, he would substitute 
perpetuities, or bonds without maturity date, but callable at any time by the 
Treasury, for most or all of the outstanding long- term debt. And to meet the 
third problem, he would have the Treasury try to sell short-term securities, 
and to banks as much as possible, during bad times and in the early stages of 
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in order to increase the supply of money and of money substitutes, 
shile reversing this process at other times. 

<a ssor Leland is willing to go to very great lengths to achieve price 
yability (but not interest rate stability) for government obligations. To 
satisfy t his first objective, he is apparently willing to sacrifice his second ob- 
jective ef ntirely, and possibly his third as well; and he is little concerned with 
the practical difficulties and complications that would be involved. With the 
ysual distribution of maturities over a long period of years, the Treasury must 
sow refinance or pay off in any one year only a small fraction of the total 
jebt—the maturities of that year. And, if conditions are temporarily unfavor- 
able for long-term refunding, it may refinance a maturing long-term issue 
with short-term debt for the time being. It is free not to anticipate future ma- 
yrities, and it will do so only when conditions are favorable. 

The effect of Professor Leland’s proposal, in contrast, would be much like 
chat of making the whole debt mature every time the market prices of govern- 
ment securities dropped a few points below par. It is true that the holders of 
the depreciated securities could not demand cash payment from the Treasury, 
4s could the holders of matured obligations; but this is only a formal distinc- 
tion because the refunding securities would be designed to bear high enough 
rates of interest to enable those who wished to cash them to get par or better 
in the market. Every market upset, therefore, would contain the threat of a 
major interest-rate crisis for the Treasury. And what might start out as a 

porary rise in market rates of interest such as we experienced in the first 
four months of 1937 when the yields on long-term government bonds rose from 
approximately 244 to 234 per cent, would soon be officially confirmed as a 
mably lasting one by a wholesale refunding at higher rates of the entire 
ublic debt. 
1e market prices and yields on the depreciated Treasury issues, moreover, 
could not be confidently used as guides to the rates that would be needed on 
the new securities to maintain them at or above par. In the degree that the 
market was convinced that the Treasury would shortly refund the existing 
bligations with new ones bearing higher coupon rates, the prices of the old 
bligations would resist downward pressure. They would not reflect the “natu- 
ral” level of interest rates unless the market lost all confidence in the intention 
{the Treasury to offer the exchange. And the prices (and yields) of the out- 
standing obligations would also reflect the market’s estimate of the level of 
interest rates the Treasury would offer on the refunding securities. 

A bond that carried the right or promise to be replaced by a higher-yielding 
one if interest rates should rise would obviously be more valuable than one 
that lacked this feature; and to obtain a quid pro quo for the Treasury, Pro- 
fessor Leland would make public announcement of the new policy in connec- 
tion with each bond issue to which it applied. Obviously, however, a mere an- 
iouncement of policy by a pro tem Secretary of the Treasury might not be 
binding upon his successors. To obtain full value for the new feature, the 
Treasury would have to make it part of the contract, and this would involve 
a highly specific commitment as to how much under par the bond could go 
before it would be entitled to a refunding at a higher rate, and as to how long 
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the Treasury could wait after the bond had reached or passed such a point 
In the degree that these stipulations allowed only a narrow range of risk for 
the investor, the Treasury’s potential refunding problems would be magnified 
the distinctions between obligations of different maturities would tend to dis. 
appear, and all government obligations would become more nearly perfect 
substitutes for money. 

It is conceivable that broad considerations of economic policy might be ad. 
vanced to outweigh these practical difficulties, but Professor Leland appears 
to have in view only the narrow objective of providing price stability to finan. 
cial institutions and other holders of government securities. It would seem tha 
the needs of the banks, to whom price stability in government securities js of 
far greater significance than to any other class of investors, could be satisfied 
by less heroic measures. Ample protection would be afforded them by con. 
fining their holdings to short-term securities, by making Federal Reserve bank 
credit readily available to them on loans secured by such short-term obliga- 
tions, and/or by requiring that banks convert a large part of their present 
holdings of governments into a special instantly redeemable Treasury ob- 
ligation which would constitute an additional part of their required reserves, 
as I proposed a few years ago.’ For other investors, stability in market prices 
is of less consequence, and the needed degree of protection against prolonged 
and major price depreciation can usually be approximated by concentrating 
holdings in medium-term and nearer maturities. It may be noted that in this 
case, also, the government rather than the investor assumes some of the risk 
of rising interest rates, but in a manner that avoids the difficulties and com- 
plications of Professor Leland’s scheme. 

Professor Leland leaves open the question whether his first proposal should 
be combined with his second—with the substitution of bonds without maturity 
date but callable at any time at the pleasure of the Treasury, for most or all 
of the Treasury’s long-term bonds. If the two are to be combined, it is difficult 
to see what real advantage the Treasury would obtain from the absence of a 
maturity date on the bonds, since the latter would have to be refunded any- 
how whenever their prices went below par. 

If, on the other hand, the perpetual bonds or perpetuities are not to be re- 
funded at higher interest rates when they decline below par, they will be sub- 
ject to far wider fluctuations in price, with equal changes in interest rates, than 
securities of medium-term and shorter maturity, for their prices would alto- 
gether lack the stabilizing influence upon the price of a definite and only mod- 
erately deferred redemption date. If, in addition to the absence of price pro- 


tection, the bonds are to be callable by the Treasury at any time, they will] 


lack a feature that many investors prize highly—an assured term of years [ree 
from redemption. Professor Leland dismisses this matter lightly by saying that 
the Treasury can afford to pay for the privileges it gets. But this begs the 
question whether the privilege is worth the price that may have to be paid for 
it. The combination of unrestricted callability by the Treasury and complete 
absence of a maturity d:te, unless offset by a price guarantee, seems expressly 


* Lawrence H. Seltzer, “The Problem of Our Excessive Banking Reserves,” Journal of the 
American Statistical Association, March, 1940, pp. 24-36. 
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signed to create the utmost in unattractiveness in a United States govern- 
at security, and the market could be expected to price it accordingly.” 
q The fact is, however, that the government needs neither unrestricted 
allability nor complete freedom from a mandatory maturity date. A call 
riod beginning five to fifteen years from the date of issue and extending for 
the remainder of the ten to thirty-year terms of the various medium and 
inger-term issues, combined with a substantial volume of short-term debt, 
sould provide ample flexibility for the Treasury and would provide attractive 
yypes of securities for investors. Moderate amounts of perpetuities, callable 
iter a substantial redemption-free term at the Treasury’s pleasure, might also 
have a useful place in a comprehensive debt program, but only if they satisfied 
, real demand and involved no great additional interest cost. A perpetuity 
yould differ from a thirty-year bond mainly in requiring the investor to bear 
the whole risk of a rise in interest rates instead of sharing this risk with the 
Treasury. Conversely, the essential gain to the Treasury would be the freedom 
io avoid an upward adjustment in its interest costs at the end of thirty years 
even if the market rates of interest have risen. This is no such transcendental 
advantage as would warrant forcing perpetuities upon a reluctant market and 
at high cost. Nor is it by any means clear that this advantage to the Treasury 
would constitute a net advantage to the economy as a whole, for a sharing of 
the risks of long-run changes in interest rates between the Treasury and in- 
yestors greatly limits the degree and duration of possible price depreciation of 
government obligations, and so limits the evil consequences thereof. 

The acute concern sometimes expressed about the Treasury’s early and fre- 
quent maturities is mainly based upon the well-founded observation that a 
large floating debt is hazardous for any ordinary borrower. But the federal 
government is not an ordinary borrower, and a large volume of short-term 
federal securities is needed under our present monetary arrangements to serve 
as a source of bank deposits and currency and as secondary reserves for the 
anks. So long as we depend for most of our money supply upon the deposits 
created by commercial banks when they acquire assets, a large floating debt 
m the part of somebody—business or government—is needed to provide the 
banks with appropriate assets. Long-term government obligations would be 
much less satisfactory for this purpose than short-term because of their greater 
price vulnerability and, at present, because of their greater interest cost. 
Short-term Treasury securities also supply a technical need that is particularly 
important in our system of numerous independent banks, a need that was 
formerly but inadequately met by call loans and open-market commercial 
paper: they provide nationally known, instantly marketable short-term paper 
that banks may use to make the adjustments in their reserve positions occa- 
sioned by local and regional alterations in balances of payments. For the most 
part, this debt is regularly refunded at each maturity date and is largely re- 
ained by the same holders. But the shortness of term provides the holders 


nless the callability is made nominal and ineffective by a coupon rate well below 

lal or probable market rate, as would be the case if, for example, the coupon rate 

were fixed at 1% and the bonds were marketed at whatever price such a rate would 
rhe British have used this device. 
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with a highly-prized price stability and with a convenient means of quickly 
altering their individual positions. A market upset or a prolonged rise in inter- 
est rates will be more quickly reflected in the Treasury’s interest costs to the 
extent that its debt is short-term, but there is little danger under modern 
conditions that the government would be unable to meet its maturities by ney 
borrowing. The central banking mechanism of the Federal Reserve System 
could assure this in an emergency. 

Professor Leland’s third suggestion—that the Treasury seek to arrange its | 
maturities to appeal to banks during depressions and early in recoveries, jn 
order to increase the money supply—requires little comment because this 
tends to be the practice in any event. The reverse of this process—how jts 
securities might be transferred from the banks to other investors in good times 
without violence to the economy—raises a more timely question, and one oj 
great significance for the near-term future of monetary and fiscal policy, but 
one which Professor Leland, unfortunately, does not discuss. 


The 

1942 
DIRECTORY 

of the 


AMERICAN ECONOMIC ASSOCIATION 


(January 18, 1943, to January 8, 1944) 


ly 
er- | 
he 
CW 
in 
of { 
ut 
4 
| 3 
q H 
| d 
. 


ACHES! 


fingtor 
ADLER 


* 
A Instit 
sear 
B Degr 
Dt 
B Rese: 
Mos 
Dit 
ic t 
Rarvard | 
AITCHI 
Washingt 
American 
Rev. M 
ALEXA 
ANDER 
tattle, \ 
wer A 
ANDER 
‘ ANDJIA 


SUPPLEMENTARY LIST OF MEMBERS 
(January 18, 1943, to January 8, 1944) 


members + Contributing members § Subscribing members 
t Honorary members 


- firm, rank or position, nature of activity (T for teaching, R for re- 
for administration, B for business) Temporary status is indicated by 

vith dates and institutions 
dissertation (publication date in parentheses) 
f major interest (numbers refer to subject matter fields, in order of ex- 
1 preference) * 
projects under way (identified by descriptive title) 
icant publications (sample limited to three items) 
cross referenced (W for Who’s Who in America, S for Biographical 
y of American Scholars, I for International Who’s Who (Europa), and 
in Education) 


ect matter groups referred to in D: 


theory; general works 11. Industrial organization; price and 
mic history production policies; business methods 
1ic systems; nationaleconomics 12. Marketing; domestic trade 
economic mathematics; 13. Mining; manufacturing; construction 
inting 14. Transportation ; communication; pub- 
ss cycles and fluctuations lic utilities 
finance; fiscal policy; taxation 15. Agriculture; forestry; fisheries 
and banking; short-term 16. Economic geography; regional plan- 
ning; urban land; housing 
nal trade, finance, and eco- 17. Labor and industrial relations 
policy 18. Social insurance; relief; pensions; 
ess finance; insurance; invest- public welfare 
curities ’markets 19. Consumption; income distribution; 
mtrol of business; public co-operation 
stration; national defense and 20. Population; migration; vital statistics 


ve subheads under main group titles, see editorial note, pages 127-131 
1942 Directory. 


ACHESON, Edward Campion, George Wash- ARPKE, Frederick G., 8202 S.W. Parrway 
tr \ ington, D. red Dr., Portland, Ore. 

ADLER, ‘Hans’ “arnold, Harvard Univ., 42 BAIN, Joe Staten, Univ. of California, 119 
i stings Hall, Cambridge, Mass. A South Hall, Berkeley, Calif. A Univ. of Cali- 
Hari rd Univ., student. B A.B., 1941, Cornell fornia, asst. prof., ‘ B A.B., 1935, California 
Ur \ 1943, Harvard. D 6, 20, 5. E The at Los Angeles; A.M., 1939, Ph.D., 1940, Har- 

| n ranges on the economic vard. C The not Ry depreciation, and replace- 
s ral dissertation). ment of durable capital goods. D 11, 1, 10. E 
AITCHISON, Clyde Bruce, 1929 S St., N.W., Economics of the Pacific Coast petroleum in- 
Wa D A Interstate Com. Com., dustry: Part II, Price behavior and competi- 
ner, N B B.S., 1893, LL.D.., 1918, tion. F “The profit rate as a measure of 
A.M., 1915, LL.D., 1937, Oregon; monopoly power,” Q.J.E., Feb., 1941; “The nor- 
American. C British system of mative problem in industrial regulations,” Mar. 
lation until 1914. D 14, 10. F In- Sup., 1943, A.E.R.; Economics of the Pacific 
erce Acts, annotated (G.P.O., 8 Coast petroleum industry: Part I, Market 
1934); “Evolution of the Interstate structure (Univ. of California Press, 1944). 
\ct,” George Washington Univ. BALDWIN, Charles Franklin, Jr., 3821 V 
1937; “Wartime control of St., S.E., Washington, D.C. A War Dept. Ord- 
»’ Univ. of Virginia Law nance, produc. anal., A. B A.B., 1942, George 
w ! W. Washington Univ. D 7, 17, 11. E Productivity 

MEXANDER, Thomas Robert, 1121 Euclid of labor; progress of the ordnance program; 
N.W., W ashingto yn, D.C. administration of cost-plus-a-fixed fee con- 
ANDERSON, a 1508 8th Ave., W., tracts. 
attle, a A S. Army; Bonneville BARDES, Philip, 8802 Ridge Blvd., Brook- 
a Ad n., asst. econ., RA. B A.B., 1936, lyn, N.Y. A Lybrand, Ross Bros. and Mont- 
4, 10. E A ‘group of industrial gomery, tax specialist. B B.S., 1932, M.B.A., 
mmunities in the Puget Sound 1933, LL.B., 1941, New York. D 6, 4, 9, F Con- 
‘ANDERSON, William, Univ. of Minnesota, tributor te Montgomery's Tex Hasdbocks 
Minneapolis, Minn. (Ronald I ress, annually). : 
ANDJIANO, Peter Barton, 1431 Newton St., BARDIZIAN, Armen Toros, 1713 N. Taylor 
} ngton, D.C. St., Arlington, Va. 


Instit 
B Degree 
, 
DI : 
if 
G 
i 
4 Stat 
2 Inter 
nor 
| 
ii 
‘ 
| 


4 AMERICAN ECONOMIC ASSOCIATION 


BARTON, Hubert C., 1530 Mt. 
Parkfairfax, Alexandria, Va. 

BASTER, Albert S. J., 2 Hornsey Lane, N 6, 
London, England. 

BAUER, Charles Christian, Tax yt 30 
Rockefeller Plaza, New York, N.Y A Tax 
Found. D 6, 10, 8. 

BECKWITH, Burham Putnam, 238 First St., 
S.E.. Washington 3, D.C. A WPB, Prog. Bur., 
senior econ., R B B.A., 1926, Stanford; Ph.D., 
1932, Southern California. C A history of Eng- 
lish and American theories concerning the 
social utility of commercial banking. D 10, 1, 2. 
F Effect of commercial banking on the su ply 
of physical — (Univ. of Southern Cali- 


fornia Press. 1935). G S. 
BEECR ROFT. Eric, 2017 37th St., S.E., Wash- 
Phila- 
B. 


Eagle PL, 


ington, D.C. 

BELL, William Jacob, 1438 Wolf St., 
delphia 45, Pa. A WLB, asso. econ., A. B B.A. 
1934, M.A., 1936, Pittsburgh. D 16, 17, 19. E 
Interpolz ted brackets of wages in ‘middle At- 
lantic states; manufacturing in various sec- 
tions of Pennsylvania (regional differences). F 
Analysis of cases, Pittsburgh Regional Labor 
Board, 1933-35 (Univ. of Pittsburgh, 1936); 
Analysis of Allegheny County labor market 
(Pa. loy. Service, 1941). 

BE ERNT Hans Atkinson, 117 Grove St., El- 
mira, N.Y. A Elmira Col., asso. prof., B 
J.U.D., 1924, Erlangen; B.S., 1939, M.A., 1943, 
Columbia. Taxation of foreign, currency in 
Germany and Austria. D 7, F The law of 
revaluation (R. Pflaum, ‘bathe “A survey of 
currency regulations of the world,” Steuer und 
Wirtschaft, 1923. 

BERRETTONI, Julio Narciso, Univ. of 
Minnesota, School ot Bus. Minneapolis, Minn. 
A Univ. of Minnesota, instr., T. .Com., 
1937, British Columbia; M.S., i938, Iowa State 
Col.; Ph.D., 1943, Minnesota. 
and " statistical cost curves. 

BEVERIDGE, Oscar V2. 35 Hen- 
ley Rd., Jamaica, N.Y. 

BIGE Low, Howard French, Western Michi- 
gan Col. Kalamazoo, Mich. A Western Michi- 
gan Col., asso. prof., T. B A.B., 1917, Wes- 
leyan; A.M., 1924, Harvard. D 19, 17, 6. F Fami- 
ly finance (Lippincott, 1936); “Money and 
marriage” in Marriage and the family by 
Becker and Hill (Heath, 1942); “The consump- 
tion unit of society—the family,” Annals, 1938. 

BINGHAM, Vernon Arnt, 7201 Fifth Ave., 
Kenosha, Wis. A Macwhyte Co., —— mgr., 
B. B B.CS., 1924, New York. D 9, 3. 

BITTING, H(erbert) Wayne, "Cromwell 
Rd., Lakewood, Norfolk, Va. A U. S. Navy, 
Lieut. (j.2.); bus. econ., R. B B.S., 1933, 
Illinois; ; 937, Iowa State Col. D 12, 3, 4. 

BITTNER, ” Maric R., 1034 Hamilton St., 
Allentown, Pa. 

BLANCHARD, Fessenden 
Research Inst., 10 E. 40th St., New York, N.Y. 
A Textile Res. Inst., pres., RA. B A.B., 1910, 
Harvard. D 3, ll, 5 The textile industries 
of China and Japan: postwar problems and 
opportunities for America (Textile Res. Inst., 
1944). 

BLISS, Perry, 58 Tillinghast Pl., Buffalo, 
N.Y. A Dunlop Tire and Rubber Corp., quality 
supervisor, B. B B.A., 1942, Buffalo. D 12, 11, 2 

BLOMBERG, Chester LeRoy, Louisiana 
State Univ., Col. of Com., Baton Rouge, La. 
A Louisiana State Univ., instr. B B.S., 1933, 
M.S., 1935, Illinois. D 7, 1. 

BOBBITT, Elizabeth Christina, 2308 41st St., 
N.W., Apt. 105, Washington 7, D.C. A OPA, 
asso. bus. econ., R. B A.B., 1936, Indiana. D 
10, 11, 4. 

BOONIN, Lawrence I., 4082 Lancaster Ave., 
Philadelphia 4, Pa. A U. S. Army, pvt. 

BORCH, Einar Alfred, Stop 63 Lake Rd., 
Avon Lake, Ohio. 

BOSTWICK, Dudley Chase, 1539 N. Falkland 
Lane, Silver Spring, ; 


Seaver, Textile 


BRADFORD, Ernest Smi 

New Rochelle, N.Y. A Co 
York, asst. prof., dir.. Bur. of Bus Rp.” 
TRB. B B.L., 1897, Wisconsin; Ph.D., 
Pennsylvania. C Commission government 
American cities. D 12, 11, 19. E Retail 7 
vacancies in New York City. "Meshan 
analysis” in Management hand book (1924)° 
Marketing research agencies in New York 
City (Nov., 1943); Survey and directory “t 


marketing research agencies in New 
BR 


1943). 

ND, E. Michael, 5 
Cambridge, Mass. A Harvard Waly. St 
R. B B.A. 1941, Univ. of Washington; MA. 
1943, Colorado. D i, 6, 17. E Irrational’ fact 
affecting industrial location. ors 

BRAVO, Enrique C., 1735 F St., N.W., Wash- 
And Th 

ndrew Dor 
House, Apt. 443, 2480 16th St., Waskinn 
ton, D.C. A Union of South erica Gov. Supply 
Mission, dir. and deputy peed, A. B BA, 
1927, Transvaal Univ. Col. D 10, 3, 5. E Post. 
war reconstruction and planning. 

BRICKNER, Arthur, 410 Central Park W,, 
New York, N.Y. 

— Winnela S., Rhode Island State 
Col., hool of Bus. Admin., Kingston, RI 

Jean Andrus (Mrs. 
Martin). 937 16th St. Boulder, Colo, A Unit. 
of Colorado, asst., 3 Univ. of Chicago, st 
dent. B A.B., 1939, Chicago. D 4, 5, 1. 

BROWN, Arline I., 4425 14th St., N.W 
Washington, D.C. 

BROWN, Earl Harvey, 402 Harvard Hal! 
1650 Harvard St., Washington, D.C. A Treas. 
Dept., prin. accountant, AB. D 4, 6, 7. E For. 
eign funds control procedure. 

BROWN, Lewis H., Manville Corp., 
22 E. 40th St., New York, N.Y. A Johns-Man- 
ville Corp., pres., AB. B B.A., 1915, lowa; 
LL.D., 1942, Temple; LL.D., 1943, Brown. D 
ll, 6 12. G W. 

BROWNLEE, Roland Holt, U. 
Managua, Nicaragua. A United 
bassy, jr. econ. anal., RA. B A.B., 
bia Col. D 8, 10, 11. 

BRUNO, Vincent Thomas. 
tary School, Lewisburg, W. 

BUCKNER, bos Wilson, 3600 Upperline 
St., New Orleans, 

BUCK WALTER, Ww. Roy, Temple Ut:'v., 
School of Com., Philadelphia, Pa. 

BUCY, Edmond Howard, Atlas Powder Co., 
Zapon Div., Stamford, Conn. A Zapon Div.,J 
Atlas Powder Co., asst. gen. mgr., AB. D 1l, 
12, 17. 

BUHR, Oscar L., 505 Lincoln Rd., 
Pointe 30, Mich 

BURLEY, Orin Everett, 1505 Perry St., Co- 


lumbus, Ohio. 
Grant [llion, 6815 


Embassy, 
States Em- 
1941, Colum- 


Mili- 


Grosse 


BUTTERBAUGH, 
Ave., N.E., Seattle, Wash. 
ington, asso. prof. of statis., T. 
M.B.A., 1923, Univ. of Washington; 
1942, Chicago. C The measurement of busine 
activity in the Puget Sound area (Univ of 
Chicago, 1942). D 4, 10, 16. E Business indexes. 
F “The Puget Sound area index of busines 
activity,” Northwest Industry (Univ. of W ashe 
ington), May-Nov., 1943. 
BUXTON, Horace Childs, Jt U.S.Y.P.-5 
Fleet Post Office, Norfolk, 


more, Md. Frank 
partner, RB. B LL.B., ‘F 
the depositor,”’ 1930, “The gold 1934 
Baltimore Sun. 

CAIRNS, Andrew, 27 Fort Hunt Rd.. Belle 
Haven, Alexandria, Va. A United Nation 
Interim Com. on Food and Agric., asso. secy. 
A; Int. Wheat Council, Int. Wheat Advis 
Com., Int. Beef Conf., secy., A. B B.S.A. 


“CAL 
CAL 
Dept. 

tic 

| 
| CAS 
| 
| cAS 
| 
Rd., A 

B 
(CAV 
CHA 
CHA 
CLA 

CLA 

R 
8 CLOR 
A Army 

CAHN, Frank Bernard, Temple Garden Apts: t. ir 

Ave “loverdale Rd.. Baltig ngtor 

E 


LIST OF MEMBERS 5 


- M.A., 1926, Minnesota. D 8, 15. 
the proteoclastic activity of 
Chemistry, Mar., 
and the outlook for internation 
grit products” (Fourth Int. 
gric. "Ecc yn. D 
ERWOOD, James Dixon, U. 5. Dept. 
‘ana Office of For, Agric. Rela., Washing- 
D 
The Plaza, 2520 
o 2, Ohio 
M 
RON, Turner Christian, Jr., 1419 Wis- 
CAME N.W., Washington 7, D.C. A 
Dept. ‘of State. NB A.B., 1936, Alabama; M.A., 
sisiana; D., "1940, Princeton. C The 
ilosophy of Franklin D. Roosevelt. 


Ripon, 


Anthony Elmo, Ripon Col., 
A f 1935, 


yn Col., instr. B B.S.C., 

SADY, Ralph, niv. alifornia, 
irk s. Admin. "Royce Hall 250, Los 


“CATOZELLA, Albert, 2115 N. Glebe 

.AU.S. Army, capt.; Reyn- 

Hic of res, and invest. advisory 

New York. D 6, 9, 4. F “In- 

twar conversion assets, ” Barron’s 

1443; “Distilling industry shows 

ir. of Com., 1942; “Corporation 
»” Barron’s Fin. Weekly, 1 

“CAVERLY, Harcourt Lenhart, 1000 Penob- 

scot Bidg., Detroit 26, Mich. A Berry and Ste- 

"ens B. B A B., 1919, Ph.D., 1929, Michigan. C 

Taxat lifferential profits. D 6, 5, E Ra- 

rporate taxation. 
Olive, 2323 40th Pl., N.W., Wash- 
Dearborn St., 


Cc. C., 500 N. 


"CHACE, 
CHAPEL LE, 


CHERNICK, Jack, Fong of Manitoba, Winni- 

. Canada. A Univ. of Manitoba, 

1939, Manitoba; M.A., 

D 17, 1, 4. F Economic effects 

ment and earnings (Univ. 

ta Press, 1942); co-author, Agricul- 

and rural municipal government 

and economic factors relating 

nment in rural distressed areas 

39) (Kings Printer, Manitoba). 

CLABAUGH, Samuel Francis, Army 

\ Club, Was! . gton, D.C. A U. S. Army; 

B. B A.B., 1909, A.M., 1910, LL.B., 1919, Ala- 

ma D 3, 9. E International trade con- 
toral dissertation). G W. 

“CLARK, Carl M., Univ. of Kentucky, Dept. 

d Ri tral Fin., Lexington, Ky. 

centucky, asst. prof., TR. B B.S., 

1929, Oklahoma A, and M.; grad. 

t California, Wisconsin. D 12, 15, 7. E 

aspects of tobacco, cotton, and wheat 

z; rural taxation. F Rural tax prob- 

laban (Ala. Exp. Sta. Bul. 245, 

price movements of fire-cured 

Exp. Sta. Bul., 1944); 

in tobacco prices,” Jour. of 


2800 Adams Mill Rd., N.W., 


"B 


Carl 
Washington 9, D.C. A FEA, asso. econ. anal., 
, T. B B.A., 1939, M.A., 


f I wa, asst. 


> 16. 


D 
CLORETY, Tooneth A., Jr., A.S.N. 33747833, 
8th Inf Tae. Bn., Cam Croft, S.C. 
A Army of U. ar pvt.; Bur. of Labor Statis., 
B A.B., 1942, George Wash- 
17. 10. 8 

“CLOU G H, Shepard Bancroft, Columbia Univ., 
’ la ew York, N.Y. A Soc. 

ci Res Coun. R; Columbia Univ., Dept. 
* A B.. 1923, Colgate; Ph.D., 1930, 
of the Flemish movement 
ind Rinehart, 1930). D 2, 3, 
f the impact of World War II 
life. F Making fascists (Univ. 
ss, 1929); France, a study in na- 


tional economics (Scribners, 
history of Europe (Heath, 1941). 

COHEN, Jerome Bernard, 1090 hie St., Apt. 
10, Boulder, Colo. A U.S.N.R., ens., RA; ‘OPA, 
prin. econ.; City of New York, instr., 
B.S.S., 1934, City of New York; M.A. 
Columbia. D 6, 3, 2. E Impact of war 
Argentine economy (doctoral dissertation). F 
“Misuse of —* Jour. of Amer. Statis. 
Asso., Dec., 1938 
COLBY, Benjamin, 722 Jackson Pl., Wash- 
ington, D.C. 

COLLINS, Geoffrey Philip, Oklahoma A. 
and M. Col., Dept. of Agric. Econ., Stillwater, 
Okla. A Okiahoma A. and M., Col., asst. prof., 
TR. B B.S.A., 1928, Toronto; M.S., 1943, Illi- 
nois. D 15, 1, 16. E Livestock price relation- 
ships; computation and analysis of current 
agricultural price statistics. 

ON, H. James, 1530 16th St., N.W., 
Washington, D.C. 

COOK, Franklin Henry, 523 Fairway Dr., 
State College, Pa. A Pennsylvania State Col., 
asst. prof., TR. B A.B., 1933, Bucknell; LL.B., 
1936, Duke; M.A., 1940, Pennsylvania State 
Col. D 4, 14. E Profit limitation and rate 
determination for public utilities. F “‘The sale 
as a test of income realization,” 1939, ““Aban- 
got property and the rate base,” 1942, Acctg. 


COOPER, Edward N., 1309 Holbrook St., 
N.E., Washington 2, D.C. 

COOPER, James Barnsdale, 49 Donald St., 
Cardiff, Great Britain. A British Army, officer 
cadet; civil servant, clerical officer. D 3, 7, 

CRAF, John R., Dept. of Milit. i 
Tactics, Stanford ‘University, Calif. 
Tariff Com., asst. ates R. B A.B., 
South Carolina. D 16, 

CROMBIE, Richard” 722 
Moscow, Idaho, 

MORE, Sedley Anthony, Dominion Bu- 
reau of Statistics, Ottawa, Ont., Canada. A 
Dominion Bur. of Statis., Dominion statis., 
A. B B.A., 1905, B.A., 1907, M.A., 
1920, Oxford, D 4, 6, F Editor, Canada year 
book (King’s Ase Too Ottawa, 1920-35); Sta- 
tistical abstract of Palestine (Gov, Printer, 
Jerusalem, 1936, 1937-38); History cf the world’s 
commerce (Pitman’s, London, 1929). GS 

DARVIN, Lucille Shirley, W. Clarkstown 
Rd., New City, Rockland Co., N.Y. B A.B., 
1942, North Carolina. D 16, 8, 11. 

DAVIDSON, Clinton Franklin, . 
Col., Searcy, Ark A Harding Col. ‘ 
1932, Yale. D 5, 6. 4. F The a of profit- 
less prosperity (TNEC, Part 30, 1940); Analysis 
of Nazi economic system (Wm. H. Combs 
and Co., 1940); A “business” program to 
finance economic victory after the war (Fidu- 
ciary Coun., Inc., 1942). 

DAVIS, Frank G., 110 50th St., N.E., Wash- 
ington, i 

DAVISSON, Charles Nelson, Univ. of Mich- 
igan, School of Bus. Admin., Ann Arbor, 
Mich. A Univ. of Michigan, instr. in market., 
T. B A.B., 1938, Earlham; M.B.A., 1940, Michi- 
gan. D 12, 1, 11. E Survey of legal and eco- 
nomic doctrine concerning concept of price 
discrimination, 

de CAPRILES, Miguel A., Dept. of Justice, 
Special War Policies Unit, Washington, D.C. 
A Dept. of Justice, spec. asst. to atty. gen., A; 
New York Univ., asst. prof. of econ., asst to 
provost, TA. B B.S., 1927, A.M., 1931, J.D., 
1935, New York. D 10, 4, 11. E Political de- 
fense. F Contributor to Economic Behavior, 
by McConnell and others (Houghton-Mifflin, 
1939): editor, Emergency advisory committee 
for political defense (Pan-American Union, 
1943). G S. 

DECKER, Jack, 336 17th Pl., N.E., 
ington, D.C. 

de FREMERY, Robert, H.Q. 
Group, A.P.O. 634 c/o Postmaster, 


1942, 
Deakin Ave., 


Harding 
B 


Wash- 


74th Service 
New York, 


Ave . 
New 
Res, 
store | 
cet ng 
Vat 
City 
d St. 
dent, 
M.A. 
Ctors 
Wash. 
lester 
shing- 
1pply 
B.A. 
I st | 
W 
State 
(Mrs, 
Univ. 
stu 
N.W,, 
Hall, 
Corp., 
Man- 
lowa; 
n. D i 
lum- 
Mili- 
Un. 
A 
D il, 
rosse 
rh 
Wash- 
1916, 
v. off 
sines§ 
Wash- 
-549 
Antss 
Balti¢ 
4 
19344 
ation 
3.S.A 
| a 


6 AMERICAN ECONOMIC ASSOCIATION 


z. Y. A Fin, Officer, A.A.F. 125, first lieut., 
B. D 7, 5, 8 E Theory of credit. 
 DENNISON, Eleanor E., 726 Jackson 
Washington, D. 

de ROOVER, Raymond Adrien, Wells Col., 
Dept. of Econ., Aurora, N.Y. A Wells Col., 
asst. prof., T. BLS C.F., 1924, Ecole Supéri- 
eure de Commerce, Belgium; M.B.A., 1938, 
Harvard; Ph.D., 1943, Chicago. C Money, bank- 
ing, and credit in medieval Bruges. D 2, 1, 
7. E Identification of an Elizabethan monetary 
manuscript. F “Aux origines d’une technique 
intellectuelle: la formation et l’expansion de 
la comptabilité a partie double,” Annales 
d’histoire économique et sociale, 1937; “A 
Florentine firm of cloth manufacturers,” Spec- 
ulum, 1941; “Money, banking, and credit in 
medieval Bruges,” Jour. of Econ. Hist., sup., 
Dec., 1942. 

DESMOND, Thomas Charles, 94 Broadway, 
Newburgh, N.Y. A Retired engineer; New 
York State Senator, R. B A.B., 1908, Harvard; 
S.B. in C.E., 1909, M.LT.; L.H_D., 1939, Union 
Col. D 6, 3, 9 E Nutrition. GW 

DOBLIN, Ernest M., 708 Highland Ave. 
N.W., Washington, D.C. 

DODD, James Harvey, Mary Washington 
Col., Fredericksburg. Va. A Mary Washington 
Col., prof. of com., T. B A 924, Western 
Kentucky State Col; M.A., 1925, 
Ph.D., 1928, George Peabody Col. C History of 
production in the iron and steel industry in the 
south Appalachian states, 1901-25 (George Pea- 
body Col.). D 1, 3, 19. E Text for college eco- 
nomics. F Introductory economics, including 
manual workbook and tests (South- Western 
Pub. Co., 1936, 1940). 

“eo Harold W., “Prospect,” Princeton, 


DOMAR, Evsey D., 3220 Federal Reserve 
Blidg., 20th St. and Constitution Ave., Wash- 
ington. D.C. 

DONOHOE, yesee M., 1517 33rd St., N.W., 
Washington, D. 

YE, oe. Vincent, 26 Beaver St., 
New Yoric, N.Y. A American Maritime Coun., 
econ. consul., R; Nat. For. Trade Coun., econ. 
consul., R. B A.B., 1901, A.M., 1902, William 
Jewell; Ph.D., 1904, Leipzig. C Die Beziehung 
Elizabeth Barrett Browning’s Leben zu Ihrer 
Dichtung. D 8, 2, 3. E Study of sea-borne com- 
merce for the American Maritime Council; 
study of foreign trade reconstruction _ for the 
National Foreign Trade Council. 

EGAND, Leo Maurice, 2284 Grand Wy New 
York 53, "N.Y. A New York City Dept. of 
Health, 'statis. asst., R. B A.B., 1942, New 
York; A.M., 1943, Columbia. D 10, 3, 4. 

ELLSWORTH, Paul Theodore, 9923 Suther- 
land Rd., Silver Spring, Md. A Dept. of State, 
Div. of Econ. Studies, asst. chief.. RA; Univ. 
of Wisconsin, prof., =. B A. B., 1920, Univ. of 
Washington; M.A., 1930, Ph.D., 1932, Harvard. 

aspects of investment in the U.S., 

. D 8, 5, 1. E Chile: An economy in 

transition (to be pee, F Internation 
economics (Macmillan, 1938). G S. 

ENGERS, James F., 108 E. 38th St., New 
York, N.Y. A Board for the Netherlands 
Indies, Surinam, and Curacao, secy. B B.A., 
1936, M.A., 1939, Amsterdam. 2, 

ERZEN, Nejdet, Siimer Bank, Ankara, Tur- 


N.W., 
Washington 16, D.C. A / ; of J res. asst., R. 
B B.A., 1940, Purdue. D Aine 5, 
ESTREM, Thomas Sabin, 
Co., 50 S. La Salle St., Chicago, Ill. A North- 
ern Trust Co., vice-pres., A. B B.S., 1917, Min- 
nesota; M.B.A., 1921, Harvard. D 7, 5, 6. 
EXSELSEN, Carl L. V., 2766 Penobscot 
Bldg.. Detroit 26, Mich. 
FABER, Fred Lewis, 1228 Eye St., N.W., 
Washington 5, D.C. A War Food Admin., asst. 
agric. econ., RA. B B.S., 1940, M.S., 1942, Cor- 


key 
ESTEY, Marten 5008 V St., 


, ie Trust 


nell Univ. D 12, 19, 11. E Price c 
and poultry; price support oat dane 
programs of these products. — 
Frank Albert, 28 Payne § 
Hamilton, N.Y. U.S. Navy Flight oan 
School, Colgate, Colgate, instr,, 
B B.A., 1939, Colgate. D 14, 6, 10. F “The, 
purchase plan,” Taxes (Com. Clear, bre: 


FELSENTHAL, Leonard, 18 
Washington, DC. 


311 W 

N.W. Washin ton 11, D.C. Weber, .St., 

FELTON, John Richard, 2197 Divisader: St.. 
San Francisco, Calif. A WLB, asst, econ.; Tf 
B B.A., 1939, M.A., 1941, California at Los 
Angeles. D 1, 10, 5. - 

FIRFER, Alexander, 1634 V St. 
ington 20, D.C. A OPA, asso. bus. econ. R. 
B B.A., 1940, New York. D 11, 10, 6. E Cer. 
tain aspects of a basing point system of pric 

HE Allan George Barnar , 
Rd., Oxford, England. & Royal lest oft 
Affairs, prof. of int. econ., R. B B.A. 1915, 
Univ. of Melbourne; Ph.D., 1925, Univ. of 
London, C Some problems of wages and their 
regulation in Great Britain (P.S King and 
Sons, 1925). D 8, 11, 3. F The clash of prog- 
ress and security (Macmillan, 1935). 

FISKE, David Lewis, 5315 MacArthur BI vd 
Washington, D.C. A H.Q., Army Service 
Forces, Produc. Div., major; B. B S.B. 
M.I-T.; M.S... 1924, illinois: Ph.D., 1943, Go 

i A Study of economic aspects « f the 
refrigeration industry. D 12, 10. F Editor, Re- 
frigerating Eng. (monthly) and Data book 
(Amer. Soc. of Refrig. Eng. 

FLORA, Elbert Courts, Carieton Col., Dept. 
of Econ., "Northfield, Minn. 

FLYNN, Oscar Rogers, Jr., 405 E. 54th St., 
Apt. 12-D, New York, A Fin. advisor to 
corporations, B. B B'S., "4921, M.S., 1943, Co- 
lumbia. D 9, 5, 7. E Significance of the ca Api 
tal ratios of commercial banks. 

FONG, Hsien Ding, 1759 Lanier Pl., N.W., 
Washington, D.C. 

FO ORDHAM, Herbert, Oak Farm, Greenport, 
Li. A Lawyer, RB. B Ph.B 
Am 1895, Cornell Univ. D 9, 6. E World 
politics. W. 

FOULON, Luis A., Facultad de Agron mia 
y Veterinaria, Universidad de — nos Aires, 
Buenos Aires, Argentina, So. A 

FRANCE, Royal Wilbur, Rollins. Col. = 
ter Park, Fla. A Rollins Col., T. B A.B., 
George Washington; A.M., 1908, Hamilton 
LL.D., 1937, Centro de Estudios de Mexico. C 
The communal farms of the Laguna (The 
Emancipator, Feb., 1940). D 3, 18, 1. E Postwar 
economic organization and planning F Com- 
promise (Dorrance, 1935); “Why hard times? 
Scribner’s Mag., Dec 1930; “Which way pros- 
perity?”’ Review ‘Reviews, Dec., 1930 : 

FRANKEL, S. Herbert, Univ. of the Wit 
watersrand, Milner Park, Johannesburg, So. 
Africa. 

FULLER, Douglas R., 2302 4ist St., N.W., 
Washington De Navy, lieut. 
Ug). B A.B., 1928, M.B.A., 1930, Stanford. 

& 3.7 Investments (with G.W. Dowrie) 
Wiley and Sons, 1941). 

GAGER, Curtis Harrison, Walter Baker and 
Co., 1197 Washington St., Dorchester, Mass 

GALENSON, Marjorie Spector (Mrs. Wal- 
ter), 255 N. Thomas St., Arlington, Va. B I B.A. 
1937, Barnard; M.A., 1943, Columbia. D 1 
F “The New York ‘labor injunction stat ute” 
(with Walter Galenson), Columbia Law Her 
Jan., 1942; “Unemployment compensation i 
labor disputes” (with Herbert Fierst), ‘Yale 
Law Jour., Jan., 1940. 

GARCIA MONTES, Oscar, Calle C No - 
entre 17 y 19, Vedado, Havana, Cuba. A Ur 


S.E., W ash- 


Was! 
3 GE! 
wig 
I 3 
GIB 
eral 
GIE 
«GIL 
GIL 
( g 
tus. D 
GIN 
| GRE 
TR. B 
2, J 
GRI 
T. 
pe 
in 
- 
GRO 
GRU 
NC A 
_HAM 
1942 
HAN 
it Av 
| A Trea 
Queens 
HAN: 
U.S.N 


LIST OF MEMBERS 7 


1910, Havana. 
N.W., 


f Havana, prof., T. B Doctor, 

GERLANDO, Peter, 412 Varnum St., 

ngton, D.C. 

WoERSCHENKRON, Alexander, Univ. of 
California, Dept. of Econ., Berkeley, Calif. A 
i.'v of California, lecturer, TR. B Doc. rer. 

1928, Vienna. C Crisis of democracy. D 
E Evolution of state trading. F Bread 
democracy in Germany (Univ. of Cali- 
Press, 1943); ““M. Baranowski’s 
f co-operatives,” 1929, “A. Tscha- 

y's Theory of agricultural co-operatives,” 
Zeitschrift fuer Genossenschaftswesen 


‘GIBBS, George, Jr., U. S. Naval Construc. 
R e, and Recup. Center, Camp Parks, 
Navy, lieut., and gen- 

grad at Harvard, California.’ D 8, 4, 10. 

E The e mic significance of the reciprocal 
, reement program to California (doc- 

rtation). 

“GIEBINK, Gilbert Gordon, Chamber of Com- 

m Minneapolis, Minn, 

GILES, James Bernard, Box 363, San Saba, 


I A 
eral detail 


GILSON, by: Barnett, Univ. of Chicago, 
Ct wee of Chicago, prof. emeri- 
t D 17 
GINSBURG, bs David, 2500 Que St., N.W., 
Apt W ashing gton, 
_ GORDON, Margaret S. (Mrs. Robert A.), 
9315 a St., Silver Spring, Md 
‘GREENE, Lee S., Univ. of Tennessee, Dept. 
it. Sci., Knoxville, Tenn. A Univ. of 
prof., acting head of dept., 
_ A.B., 1930, Kansas; M.A. 
Wisconsin; grad. study at 
:, Brookings, Michigan. C Direct legis- 
in Germany, Austria, and Danzig. D 
E Public employees retirement sys- 
n Tennessee; survey of Tennessee public 
law; self-organization of English in- 
F Mu inicipal government and admin- 
in Tennessee (with Abbott) (Univ. 
1939); contributor, Employee 
public service (Civil Service 


"GREGG, Ronald Eugene, Municipal League 
312 Colton Bld Toledo, Ohio. 

‘GRIFFITH, Edwin Claybrook, Univ. of 

Ge 1, Col. of Bus. Admin., Athens, Ga. A 

I f Georgia, asso. prof., acting asst. dean, 

1936, Hampden-Sydney; M.A., 1939, 

Virginia. C Some aspects of the 

lations between the tin plate and 

-r industries and the canning indus- 

zinia. D 1, 8, 10. E Competitive 

.w materials in the postwar world; 

pre ance of the theory of monopolis- 


“GROAT, ‘Gosles Gorham, Univ. of Vermont, 
ng rt n, 
705 Faculty St., 


Vt 
GRUBBS, Ww. M., 
N.C. A Appalachian State Teachers Col., 
of econ, BMA, 1981, 


Boone, 
prof. 
North Carolina. D 


New 


Albert, 830 Park Ave., 
Retired, Rk. B Dr. Jur., 1913, 
Marburg. D7, 5. F Volkswirt- 
e theorie des bankkredits (1931), Geld 


De Phil. 1917, 


t (1924, 1928) a . Mohr. Tiibingen). 
“HAMMER, Robert Bruce, 340 E. Mosholu 
Pkwy Bronx New York 38, N.Y. B B.S.S., 

42, City of New York. D 17, a, 4. E Labor 
ssues of the coal strike of 194 

“HANELLIN, Harriet Judith, 3900 Connecti- 
cut Ave., N.W., Apt. 332, Washington, D.C. 
A Treas. Dept., asst. econ., R. B B.A., 1941, 
Queens Col.; M.A., 1942, Columbia. D 
HANSEN, Wesley J., Windham, Conn. A 
U.S.N.R. ens. B B.S., "1936, M.S., 1942, Con- 
ne it, D 15, 12,1. E Price and cost informa- 

r OPA. F Efficiency of transportation 


to Connecticut co-operative associations (Bul. 
241, Storrs Exp. Sta. 1942). 

HARDIN, Rector Roemilt, Berea Col., Berea, 
Ky. A Berea Gel. prof., chair. , dept. of econ. 
and bus. : AB., 1929, Berea; M.A., 1932, 
Ph.D., 1935, Dulce Cc The place of treasure 
in English and French mercantilism. D 2, 8, 5. 
E Treasure and trade in English mercantilism; 
recent trends in Kentucky municipal govern- 
ment. F Interstate trade barriers in Kentucky 
(Louisville, 1940) ; “Price ceilings priorities 
and rofits,” 1942. “Rationing for victory,” 
1943, Berea "Alumnus. G S. 

HARDY, Harold E., Univ. of  ~rppaaie 104 
B. and P. A. Bidg., Columbia 

HARRIGAN, Arthur Jr., 30 
a Low Ter., Apt. 5-B, St. George, S.I., 

HARRIS, pean, 4824 Alton Pl., N.W., 
Washington, 

HARRIS, tints.) Katherine Sharp, Ohio 
State Univ., Dept. of Econ., Columbus, Ohio. 
A Ohio State Univ., asst., T. B A.B., 1942, 
Park. D 8, 1, 2. E Cyclical fluctuations and the 
theory international adjustment. 

HARTLAND, Penelope Claire, Mount Hol- 
yoke Col., 14 Porter Hall, South Hadley, Mass. 

HARVEY, Edward Feild, Swedesford Rd., 
Gwynedd Valley, Pa. A Retired. B Royal Col. 
of Sci., London; Univ. of London. D 5, 7, 19. 

HASSELL, Edward Warren, 4202 N. Hender- 
son Rd., Arlington, Va. A Maritime Com. Div. 
of Econ. and Statis., labor econ., R. D 17, 14, 
5. E Postwar maritime and shipyard employ- 


ment. 
HAVLIK, Hubert Frank, 3537 R St., N.W., 
3602 Ordway St., N.W., 


Washington, D.C. 

HAYS, George Allan, 
Washington, D.C. A Civil Service Com., econ. 
— A. B A.B., 1942, Pittsburgh. D 16, 8, 


* HEANY Donald F., H.Q. Co., 3rd Bn., 305th 
Inf., A.P.O. 77, Camp Pickett, Va. A Army of 
Uv. ’s. staff sgt. 1940, M.A., 1941, 
Georgetown. D 1, 

HECKSCHER, *rilip, Baldersgatan 10A, 
Stockholm, Sweden. A Stockholm Univ. ~» £06. 
prof.; Inst. of Econ. Hist., pres., R. B Ph.D., 
1907, "Upsala; D.Sc. (hon.), openhagen, C In- 
fluence of railways upon economic development 
of Sweden. D 2, 8, 7. E Economic history of 
Sweden, Vol. III (1720-1815). F Continental 
system (Clarendon Press, Oxford, 1922); Mer- 
cantilism (Allen and Unwin, London, 1935); 
Economic history of Sweden (Bonnier, Stock- 
holm, 1936). 

HEILBRUN, James, New 
York, N. 

HELLER, Victor Karl, 3130 Wisconsin Ave., 
N.W., Washington, D.C. A Office of Strategic 
Services, soc. sci. anal., R. B Dr. of Econ. 
and Pub. Admin., 1907, Univ. of Zurich. C 
Grain trade and its technique in the Vienna 
produce exchange (Vienna). D 8, 10, 19. E 
Changes in the Austrian economy after the 
Anschluss government protection of the con- 
sumer during the war of 1914-18; food ration- 
ing in Germany during the present war. 
Government price fixing and rationing in 
Austria during the war of 1914-18 (Nat. Bur. of 
Econ. Res., 1941-42). 

HERBERT, Carl Preston, St. Paul Bur. of 
Municipal Res. Athletic Club Blidg., St. Paul, 
Minn, A St. Paul Bur. of Municipal Res., dir., 
R. B B.A., 1916, Miami Univ. D 6, 10, 18. E 
Postwar taxation and its relation to full em- 
ployment and the welfare of the private enter- 
prise system. 

HERNANDEZ, Jaime, 1617 Massachusetts 
Ave., N.W., Washington, D.C. Common- 
wealth Gov. of the Philippines, auditor gen- 
eral, A. B LL.B., 1926, Philippine Law School; 
LL.M., 1936, D.C.L., 1937, Univ. of Santo 
Tomas. C Philippine currency legislation re- 
form (Oriental Commercial Co., 1937). D 7, 6, 


1230 Park Ave., 


i} 
i 
7 
gs 
ion 
ep. 
2 
I 
re. 
se) 
Ps 
( 
Ss 
- j 
R. i 
er 3 t 
e 4 
nt. 
7 
f 
3 
rice 
Co. 
Co- 
Re- @ 
ok 
a 
St 
( 
W., 
4 
BN 
q 
C 
The 
| 
By 
ut. 
} 
al- 
\ 
| 


8 AMERICAN ECONOMIC ASSOCIATION 


5. E Monetary system for an independent Phil- 
ippine republic. G I. : 
HERSEY, Arthur Baird, 1927 S. Arlington 
Ridge Rd., Arlington, Va. A Office of Strategic 
Services, chief of section, R. B Ph.B., 1929, 
M.A,., 1931, Yale; M.A., 1933, Columbia. D 


5, 8 2. F “Historical review of objectives of 
Federal Reserve policy,” Fed. Res. Bul., Apr., 
1940; “Sources and uses of corporation funds,” 
Jour. of Amer. Statis. Asso., June, 1941. 

League of Nations, 


HILGERDT, Folke, 
Princeton, N.J. 
HILL, Samuel S., Jr., 1541 Colonial Ter., Ar- 
lington, Va. 
AG, C. G., 619 Walnut Lane, Haverford, 


a. 
HOBART, George H., Alfred Univ., Dept. 
of Econ., Alfred, N.Y. A Alfred Univ., asst. 
rof., T. B A.B., 1908, Michigan; M.A., 1941, 

orth Carolina. 11, 8, 6. 

HOCHMANN, Arthur, 1829B ist St., Suitland 
Manor, Suitland, Md. 

HOEBER, Francis Packard, 2108 Key Blvd., 
Arlington, Va. A OPA, econ., TRA; Graduate 
School, Dept. of Agric., instr. in statis. (ad- 
junct). B A.B., 1940, Antioch. D 10, 4, 1. 

HOENIGER, Heinrich, 317 N. Fulton Ave., 
Mount Vernon, N.Y. 

HOFFENBERG, Marvin, 5917 16th St., N.W., 
Washington, D.C. 

HOGAN, Thomas E., 25 Holt Pl., Takoma 
Park, Md. 

HOIBERG, Otto Giede, Central Col., Poy. 

ette, Mo. A Central Col., asso. prof. of soc., T. 
B. A.B., 1931, Drake; A.M., 1933, Ph.D., 1944, 
Nebraska. C Sociological effects of the Mead- 
Wahoo defense area development upon family 
life. D 18, 20, 19. F Contributor, Americans 
all: studies in intercultural education (Nat. 
Educa. Asso., 1942); ““‘The educator and fifth 
column discretion,’”’ School and Society, Sept. 
14, 1940; “Cultural conflict and the public 
school,” Jour. of Nat. Educa. Asso., Feb., 
1940. 
HOSELITZ, Bert Frank, Univ. of Chicago, 
Dept. of Econ., Chicago 37, Ill. A Yale Univ., 
Inst. of Int, Studies, res. asst., R; Soc. Sci. 
Res. Com., Univ. of Chicago, res. asst., R. B 
Dr. Jur., 1936, Vienna. C John Bates Clark’s 
Verteilungstheorie und ihr Verhaeltnis zur 
Zurechnungslehre der oesterreichischen Schule. 
D 8, 1, 5. E Econometric study on the equilib- 
rium between savings and investment; de- 
termination of the correlation between cor- 
porative profits and investment. F Economics 
of military occupation (Foundation Press, 
1944); “Socialist planning and international 
economic relations,” A.E.R., Dec., 1943. 

HUDGEON, Eleanore Mona, 11 Waverly P1., 
New York, N.Y. A American Bankers Asso., 
junior econ., R. B A.B., 1941, Western Re- 
serve; A.M., 1943, Columbia. D 17, 4, 6. 

HUGHES, Edwin G., 404 W. 115th St., New 
York, N.Y. B B.A., 1919, M.A., 1934, Williams. 
D 9, 14, 4. 

ISRAELSEN, Vernon L., 2073 E. Ninth St., 
Cleveland, Ohio. 

ACKSON, Harold M., 1800 28th Pl., S.E., 

ashington 20, D.C. A Burke and Jame, Inc., 
govt. sales representative, B. B A.B., 1939, 
A.M., 1940, Columbia. D 17, 4, 1. 

JACOBSON, Solomon, 3626 Kings Highway, 
Brooklyn, N.Y. A OPA, senior econ., A. B 
B.S., 1930, City of New York; LL.B., 1931 
Columbia; M.A., 1938, Brooklyn. D 17, 6, 11. 

JACOBY, Neil H., Univ. of Chicago, 109 Has- 
kell Hall, Chicago, Ill. A Univ. of Chicago, 
School of Bus., prof., TRA. B B.A., 1930, 
Saskatchewan; Ph.D., 1938, Chicago. Eco- 
nomics of retail sales taxation (1938). D 7, 9, 6. 
E Contemporary relations between banks and 
business enterprises. F Retail sales taxation 
(Com. Clear. House, 1938); Term lending to 
business (with R. J. Saulnier) (1942), Ac- 


of 

Tace Mrs. 

of the Sacred Heart, Bara 

maculata, Pa. » 4mmaculata Col., Im. 
Stuart, High St., S., Motueka 


N.Z. 
JESSE, Harold Clardy, 20 Exch 
York NY. A Debevoise, Stevenson, 
ton an age, lawyer. LL.B., 1928 New 
York Law School. D 6, 17, 9. B. WM, Hew 
JEWETT, Roy B., 5043 4ist Ave., S., Min. 
neapolis, Minn. ar Manpower Commission 
asso. econ., A. B B.B.A., 1937, Minnesota. D 


17, 4, 16. 

JOHNSON, Edgar Hutchinson, Emory Uni. 

Mathews Martin 
Ave.. Philadelphia, Pa. 4 W. Erie 

JOHNSTONE, Susan Parker, 1701 Swann St 
N.W., Washington, D.C. A WPB, econ., A: 
E. . Axe and Co., anal.. R. B A.B., 1938 
Vassar; A.M., 1939, Columbia. D 3, 9,6. F 
A study of the diversified tax systems of the 
48 states ogee g 1939); An index of pro. 
duction (Time and Life, 1942). 

JONES, Martin Vincent, 1202 Yellowstone 
Rd., Cleveland Heights 21, Ohio. A Uniy, of 
Chicago, Merrill Fellow, R. B M.B.A., 194, 
Chicago. D 6, 5, 10. E Secular trends and 
idle resources (doctoral dissertation); prereg- 
uisites to postwar prosperity. F “Secular and 
cyclical saving propensities,” Jour, of Bus. 
(Univ. of Chicago), Jan., 1944. 

JONES, Stacy V., 40 E. 49th St., New York 
17, N.Y. A Philips Trust, exec. secy., B. B 
A.B.. 1917, Univ. of Washington, D 8, 11, 12, 

JONES, Thatcher C., 303 Knollwood Ave., 
Douglaston, L.I., N.Y. A New York Univ. 
asso. prof., T; Lehman Bros., supervisor, B. 
B B.C.S., 1916, M.C.S., 1917, Sc.B., 1922, New 
York; A.M., 1924, Ph.D., 1930, Columbia. C 
Clearings and collections—foreign and domestic 
(Columbia Univ. Press). D 9, 14, 1. G@ WSI. 

JONES, Walter Kiger, 138 Carroll Ave., Ta- 
koma Park, Md. A U. S. Tariff Com., com- 
modity specialist. B A.B., 1940, George Wash- 
ington Univ.; M.C.S., 1924, Southeastern Univ. 
(Y.M.C.A.). D 8, 4, 1. 

JORGENSEN, G. L., 72 W. Adams St., Room 
1548, Chicago 90, Ill. 

JOSEPH, Sister, D’Youville Col., Buffalo, 


JOSEPH, Julius J., 2321 Lincoln Rd., N.E., 
Washington, D.C. A U. S. Army, Office of 
Strategic Services, pvt., R. B 1936, 
M.P.A., 1938, Michigan. D 10, 18, 17, F An ex- 
ploratory memorandum on partial unemploy- 
ment benefits in state unemployment com- 
ensation systems (Com, on Soc. Sec., Soc. Sci. 
So. Coun., 1940); “An appraisal of the federal 
state system of unemployment compensation: 
the need for a federal plan” (with Wn. 
Haber), Soc. Service Rev., June, 1941; “Man- 
power mobilization,” Sci. and Soc., Winter, 


1943. 

KAHN, Alfred Edward, 267% W. llth St, 
New York 14, N.Y. A Commission on Palestine 
Surveys, econ. advisor, RA. B A.B., 1936, M.A., 
1937. New York; Ph.D., 1942, Yale. C The 
position of Great Britain in the world econ- 
omy 1919-39. D 8, 5, 11. E Preparation of doc- 
toral dissertation for publication. F “Funda- 
mental deficiencies of the American patent 
law,” A.E.R., Sept., 1940. as 

KALB, Seymour, 97 Arden St., New York, 
N.Y. A Univ. of Michigan, student. B B.A., 
1942, Brooklyn; M.B.A., 1943, Michigan. D 1, 


17, il. 

KATZ, Nathan, 1521. Rhode Island Ave., 
N.W., Washington, D.C. A OPA, Res. Div., 
asso. econ., R. B B.B.A., 1942, City of New 
York. D 10, 4, 3. E War contracts, conversion, 
and profits. F ‘When last the boys come 


counts receivable (oie R, J. 
m. Res.) 


cated 


T 


1939, Ne 
17, 16, 4. 
the city 
KOVA 
U.S.N.R 
1938, Do 
10. E A 


S.E.. 
Goods a 
“KERR 
“KEY, 
ton, D.f 
KIPP, 
nd DS 
KIRS 
N.W 
BA., 19 
KLEI 
"KOEN 
mm AUS. 
Uuicag 
KOPE 
ferson 4 
Falls P 
KRAU 
TK N 
LAMD 
OPA. b 
3 1939, Cal 
_LANG 
B.C.S l 
a w ocr 
LANY 
iria, Va 
LARY. 
LAVA 
bassy, V 
LEE, 
DCA 
AB, 192 
1 
Washing 
LEHM 
6LLEIKI 
Til 
LEON 
LEWIS 
_LIBER 
LIEBL 
N.W., W 
R. BB 


LIST OF MEMBERS 9 


Survey Graphic, Dec., 1943; “Case 
the Col. of City of New 


TINGE, “Richard Suitland Ter., 

"geil ashington 20, A WPB, Dur. 

Goods and Prod. Div., Ofice of Civilian Re- 

quire, to A. B A.B., 1939, Califor- 
M.A., 1941, Harvard. D 10, yu, 12, E Legal 

nomic aspects of recent American 
licy (doctoral dissertation). 


t 


“EERRIAN, Harry D., 2236 Sherman Ave., 
Ill 


“HEY, Vv. 2700 Que St., N.W., Washing- 
9.C. 
DP, Joseph, OPA, Lumber Br., 3rd 
and D St., S.V WwW ashington, 
RSTEN, Mary elena, amont St., 
iw Washington 10, D.C. A Findlay Re- 
iblican-Courier, mewspaper columnist. B 
B.A., 1935, Wisconsin. D 3, 10, 8. E The syndi- 
cated Cl mmentators (doctoral dissertation, 
f Chicago). F “Current trends in real 
Land and Pub. Util. Econ. 
v., 1938; “Tre Jour. of Certified Prop- 
Managers, 1938. 
“KLEIN, 1808 Ontario Pl., N.W., 
Wast 
KOENIG, ae John, H.Q. and H.Q. Sa., 
%th B.O.T. Wing, A.A.B., Ardmore, Okla. 
U.S. B A.B., 1937, M.A., 1940, 
5. 


D 

“EOPELMAN, Mrs.) Vera Wantman, Jef- 
ferson Ag Niagara Falls, N.Y. A Niagara 
Falls PHA. Educa. Com., member, R, B A.B., 
1939. New York; A.M., 1940, Clark Univ. D 

16, 4. E The need for low-rent housing in 
the city of Niagara Falls. 
KOVARIK, Robert Carl, Hallam, Neb. A 
U.S.N.R., ens., A; OPA, asso. econ. B A.B., 
1938, Doane; M.A, 1940, Nebraska. D 17, 18, 
10. E Administration of the Railway Labor 
Act from 1934-40. 
KRAUS, Walter Max, 4 West 43rd St., New 
York, N.Y. A a A.U.S., major. B A.B., 
1910(09), Harvard; A.M., 1914, Columbia; M.D., 
13, Jok ins Hopkins. D  * 3, 6. E Book on bio- 

G W. 


“LAMDEN, Charles William, 538 Wiitshire 
1, Dayton 9, Ohio. A U.S.N.R., ens., TA; 
) econ., TA, B A.B., 1937, "A.M., 
1939, California at Los Angeles. D 4, 7, 9. E 
egal pro \blems in corporate accounting (doc- 
al dissertation). F “The place of accounting 
ce control,” Acctg. Rev., 
“LANGER, Felix Gilbert, i’ 
York, N.Y. A Lawyer; public accountant. vex 
B.C.S , 1923, New York; LL.B., 1927, Brooklyn 
ol. D 4, 11 
TANYON, Alan, RD. 3, Box 180, Alexan- 
“LARY, Hal B., 14 Dresden St., 
AVALLE, M. E. Quirno, Argentine Em- 
bassy, Washington. D.C. 
LEE, Kan, Chinese Embassy, Washington, 
D.C. A Chinese Embassy, com. coun., A. B 
A.B., wie: Missouri; Ph.D., 1927, Harvard. C 
The concept of capital of British socialists. D 
"LEE, Laura Veronica, 1212 Girard St., N.W., 
Washington 9, D.C 
_LEHMAN, Robert S., 8910 Colesville Rd., 
opring 
_LEIKIN, 3140 Leland Ave., Chi- 
Fritz, 4638 S. Rd., Ar- 


Va 
L Wis, Miller, 


Kensington, 


199 Renfrew St., 

"Sidney, 1727 R St., N.W., 
ton r.C 

(HEBLING, Herman I., 1420 Chapin St., 


W., Washington, D.C. A OPA, asso. econ., 
R BB A., 1940, Brooklyn M.A., 1944, Ameri- 


can. D 5, 6, 11. E The contribution of agri- 
culture to inflation, an analysis of the parity 
concept and relation to price control. 
LILLISTON, Lester F., 745 Forest Ave., 
Oak Park, lt A Northwestern Univ., ad. 
student; Revere Copper and Brass, Inc., Sales 
B 1941, Central Y.M.C.A. Col. 
LOPEZ. FRESQUET, Rufo A., E No. 409 
Vedado, Havana, Cuba. A Treasury, tax ad- 
visor; lawyer; AB. B Degree in Law, 1933, 
Mexico National Univ.; Degree in Law, 1934, 
PT? in Economics, 1937, Havana Univ. D 


LUHNOW, Harold William, 230 Main St., 


Kansas City, Mo. 

LURI£, Samuel, 390 Riverside Dr., New 
York, N.Y. A Hunter Col., temporary instr., 
TR. B Ingénieur Chimiste, 1927, Université de 
Gand; M.A. (econ.), 1941, Columbia. D 7, 9, 
11. E Private investment and government eco- 
nomic policy in Nazi Germany (doctoral dis- 
cortation), 

L , Kathryn, 1916 R St., N.W., Washing- 
ton, De. 

LYONS, John Hesley, Enfield Public High 
School, Soc. Studies Dept., Thompsonville, 


Conn. 
MacRAE, pencan, Jr., 8 Dana St., Cam- 
M.LT., Radiation Lab. 


bridge 38, Mass. 
staff member, R. B <4 B 1942, mee Hopkins; 
A.M., 1943, Harvard. D 8, 17, 
MAGILL, Roswell, 15 FF, ‘St., New York, 
Gersdorff, Swaine and 
Univ., 


N.Y. A Cravath, de 

Wood, member; Columbia 

B AB., 1916, LL.D., 1940, Dartmouth; 7h. 
1920, Chicago. D 6, 9, 10. F Taxable income 
(Ronald Press, 1937); The impact of federal 
taxes (Columbia Univ. Press, 1943). G WS. 

MAGOON, Donald W., 4111 Third Rd., N., 
Arlington, Va. 

MAGOWAN, os Hall, British Embassy, 
Washington, A British Embassy, minis- 
ter, commercial adviser, A. B B.A., 1915, Trin- 
ity Col. (Dublin). D 8, 10, 11. F Joint author, 
Economic conditions in Germany (London: 
Dept. of Overseas Trade, 1936). 

MAGUIRE, T. Paul, 212 Portland Ave., 
Houston 6, Tex. A OPA, district price officer. 
B A.B., 1930, Dartmouth. D 12, 5, 11. 

MALICK, Clay Packer, Univ. of Colorado, 
Boulder, Colo. A Univ. of Colorado, prof., 
chair., dept. of econ. and pol. sci., T. B A.B., 
1928, Duke; M.A., 1929, Columbia; Ph.D., 1936, 
Harvard. C Foundations of industrial peace. 
D 10, 11, 17. E Case book on government con- 
trol of business. F “Toward unemployment in- 
surance,” Cur. Hist., April, 1932; Labor policy 
under democracy (mono., Univ. of Colorado 
Press, 1939). E. 

MARCKS, Oliver D., 2906 E. Jefferson Ave., 
Detroit, Mich, 

MARCUM, (Mrs.) Leocade Leighton, 1728 
N. Rhodes St., No. 277. Arlington, Va. 

MARCUS, Edward, U. S. Coast Guard Yard, 
Curtis Bay, Baltimore 26, Md. A U. S. Coast 
Guard Reserve, lieut. G-¢); B. B S.B., 1939, 
M.B.A., 1941, Harvard. D i 

MARGOLIS, Julius, 1334 an Avenue, 
Bronx, New York, N.Y. 

MATHAY, puet, The Chalfonte, Apt. 105, 
1601 Argonne Pl., N.W., W ashington, oe ae 
Philippine Nat. Bank, asst. auditor; Govt. of 
the Commonwealth of the Philippines, tech. 
asst. to the auditor general of the Philippines, 
A. B LL.B., 1924, Philippine Law School. D 

MATLOCE, Clifford Charles, 6501 14th St., 
N.W., Washington 12, D.C. A For. Econ. Ad- 
min, Bur. of Areas, asst. to the exec. dir., RA. 
B A.B., 1932, Stanford; M.A., Littauer .Cer- 
tificate, 1940, Harvard. D 10, 8, 4. F Index 
numbers of railroad freight rates on perishable 
agricultural shipments, United States, 1913-38 
(1941), Trends in railroad traffic, freight rates, 


| 
1. ack,” 
} 
| 
F 
d 
| 
| 


10 AMERICAN ECONOMIC ASSOCIATION 


and prices, perishable agricultural commodi- 
ties, United States (1941) S. Dept. of 
Agric., Bur. of Agric. Econ.); “Freight rates 
on wheat, cotton, livestock,” The Agricultural 
Situation, May, 1939. 

MATTHEWS, C. Arnold, U. S. S. Sebec, 
c/o Fleet Post Office, San Francisco, Calif. 

MATTHEWS, Leonidas M., Ships Service 
Dept., Box 14, Naval Air Sta., Jacksonville, 


Fla. 

MAYER, Joseph H., 1410 M St., N.W., 
Washington, D.C. 

MAYO, Robert P., 327 Parkland Pl., S.E., 
Apt. 1, Washington 20, D.C. A U. S. Treas., 
Div. of Res. and Statis., econ. anal., R. B 
M.A., 1938, Univ. of Washington. 

», 7, 4. 

McCUTCHEON, George, 3 Univ. Campus, 
Columbia, S.C. 

McGANN, Paul W., U. S. Naval Activities 
No, 2B, Naval No. 138, c/o Fleet Post Office, 
New York, N.Y. A U. S. Navy. B A.B., 1938, 
Brown. D 1, 4, 5. E Statistical analysis of 
costs (doctoral dissertation, Univ. of Chicago); 
demand for machinery; examination of the 
significant variables in terms of macroscopic 
statistics; syllabus on labor problems. 

McKAY, Richard, 3136 Wellington Rd., Park- 
fairfax, Alexandria, Va. 

McMILLAN, S. Sterling, OPA, 226 W. Jack- 
son Blvd., Chicago 6, Ill. A OPA, regional 
econ., A; Strong, Cobb and Co., secy.-treas., 
B. B A.B., 1929, Princeton; M.B.A., 1932, Har- 
vard. D 10, 4, 9. 

McPHERSON, William Heston, 909 High- 
land Dr., Silver Spring, Md. 

MEHR, Robert Irwin, Box 482, Chapel Hill, 
N.C. A Univ. of North Carolina, asst. prof., 
, A S., 1938, M.S., 1939, Alabama; Ph.D., 
1943, Pennsylvania. C Real estate problems of 
the life insurance companies (a study of fore- 
closures and property management). D 9, 7, 18. 

MEIER, Gerald, International House, 1414 
E. 59th St.. Chicago 37. Ill. 

MELAMERSON-VANDENHAAG, Ernest R., 
58 Morton St., New York, N.Y. 

MEYER, Charles H., 4535 Sth St., N.W., 
Washington, D.C. 

MEYER, Rauer, 6511 7th Pl., N.W., Wash- 
ington, D.C. 

MEYERS, Frederic, 2044 Fort Davis St., S.E., 
Washington, D.C. 

MILES, John, 1417 N St., N.W., Washington, 


D.C. 

MILLER, (Mrs.) Frances Marmarosh, 2 
Webster St., Mt. Ranier, Md. A U. S. Treas., 
asso. econ. B B.A., 1931, Hunter; M.A., 1933, 
Michigan. D 3, 17, 6. 

MILLER, John F., 3306 Circle Hill Rd., 
Alexandria, Va. 

MINDLIN, Saul, 3373 Blaine St., N.E., 
Washington 19, D.C. 

MITCHELL, John M., 5110 25th Pl., N., 
Arlington, Va. A Smaller War Plants Corp., 
econ. anal., R. B A.B., 1941, M.A., 1942, Colum- 
bia. D 8, 1, 4. 

MODEL, Mark, 1076 S. Edison St., Columbia 
Forest, Arlington, Va. A OPA, econ., RB; RB. 
B B.S., 1938, City of New York; M.A., 1941, 
New York. D 12, 3, 1. E Price and rationing 
in a complex marketing economy. 

MODIGLIANI, Franco, 12 Dongan Pl., New 
York, N.Y. A Bard Col., instr.; New School 
for Soc. Res., lecturer, T. B Dr.Juris., 1939, 
Univ. of Rome, C Theoretical considerations 
on uniform cost accounting systems for branch 
of industries. D 1, 4, 5. E Monopoly and un- 
employment statics and dynamics; relation- 
ship between different degrees of imperfection 
of market for products and unemployment of 
factors of production. 

MOELLER, Charles, Jr., Haggers Lane, Fair 
Haven, N.J. 

MOORE, Frank C., Dept. of Audit and Con- 
trol, State Office Bldg., Albany, N.Y. 


MOORE, Gordon S., c 
Mertzon Tex. A Evans, 
A. and M., instr. T. B B.A., 1941, East Tens 
foes ers Col.; M.S., 1943, Texas A. and 


9. 
MOORE, Henry Russell, Ohi Iniv 
Dept. of "Rural Econ, and ~ Dai. 


10. 
MOROSOFF, Serge P., Pacific Mi 

Church St., New York, N.Y. A Pact Sia! 

dir, of market res., R. B A.B, 1925, Columbia’ 


w 
illiam J., 668 
Francisco, Cait Je Second Ave., San 
» Richard E., Al 
Calif. A Univ. of San 
B M.A., 1940, Gonzaga. D 1, 7, 17. E Economic 
theory of Heinrich Pesch (doctoral disserta- 
orton S., 95 ini 
NEFF, Frank Amandus, 1625 N. Vassar 
Wichita, Kan. i 


NEFF, Philip, Haynes Found., 2324 s. 


Figueroa St., Los Angeles, Calif. A John Ran. | 


dolph Haynes and Dora Haynes Found. B 
A.B., 1939, Ph.D., 1943, Univ. of California. ¢ 
Government finance and interest rates. D 6, 7 
1. E Bank liquidity and interest rates, 7 

NELKEN, George J., 983 Park Ave., New 
York, N.Y. A Interstate Engineering and 
Machinery Co., partner, B; R. B Studied at 


Berlin and London School of Econ. D 8, 7, 9. | 


E The monetary problem in a future organiza- 
tion of peace. F “Importance of Polish mar- 
ket,” British Industries (London), 1937, 

NELSON, Esther Ethel, Hudson View Gar- 
dens, J55, 183rd St. and Pinehurst Ave., New 
York 33, N.Y. A Hunter Col., instr.. T. B 
A.B., 1920, M.A., 1922, Ph.D., 1938, Radcliffe. 
C International trade between gold and silver 
standard countries. D 19, 8, 2. 

NERBOSO, (Mrs.) Ruth Wright, 4635 Hill- 
side Rd., S.E., Washington, D.C. 

NICOLS, Alfred, 1 Shaler Lane, Cambridge, 
Mass. A Student. B A.B., 1941, California at 
Los Angeles. D 11, 5, 15. 

NIEBYL, Karl Heinrich, 640 N. Wabash 
Ave., Chicago, Ill. 

NIXON, John Harmon, 1709 19th St., N.W., 
Washington, D.C. A OPA, econ., RA. B A.B., 
1935, Swarthmore. D 17, 11, 10. 

NIXON, Russell Arthur, 325 N. Thomas St., 
Arlington, Va. A United Electric, Radio, and 
Machine Workers (C.I.0.), Washington rep. 
RA. B A.B., 1934, Southern California; M.A., 
1938, Ph.D., 1940, Harvard. C The problem of 
employability: a consideration of certain fun- 
damental aspects of the labor market. D 17, 

. F “Appropriate collective bargaining 

: NLRB decisions,” Harvard Bus. Rev., 

1939; “Case for industry-wide bar- 

gaining,” Labor Rela. Reporter, Sept. 7, 1939; 

“Estimates of unemployment in the United 

States” (with P. A. Samuelson), Rev. of Econ. 
Statis., Aug., 1940. 

NUSSBAUM, Frederick Louis, Univ. of Wy- 
oming, Laramie, Wyom. Univ. of W yoming, 

rof. of hist., T. B A.B., 1906, Cornell Univ.; 

h.D., 1915, Pennsylvania. C Commercial policy 
in the French revolution: a study of the ca- 
reer of G. J. A. Ducher (Amer. Hist. Asso. 
1923). D 2, 8, 16. E International financiers 
(with special reference to France, the United 
States, and England, in the latter years of the 
eighteenth century). F A history of the eco- 
nomic institutions of modern Europe (Crofts, 
1933). G SE. 

OEHLERT, Benjamin Hilborn, P.O. 
Box 1734, Atlanta, Ga. A Coca-Cola Co, vice 

. B. B BS., 1930, L 


ment in the courts (with Herbert F. 


rich) (Amer. Law Inst., 1934); Eminent lo-ii 


Rd, Park’ 
PEARS! 
Min 


_PENER 
PERINI 
troit. Mic! 


1941 
POSPIS] 


‘OHLIN 
OSTER 
er 
OSTRA 
OSTRU 
OXENF 
ens St, 
4 4 
Dept. of 
I 
1942. low 
Trend 
PARKE 
PASHK 
PAWLE 
PETER 
PHILIP 
ry ndon, | 
capt.; | 
POLINS 
 POMER 
Pa 
POSEY, 
nnsvivania, D & 6, 10. F The ren. ey 
% 


LIST OF MEMBERS 11 


in Pennsylvania (with Norman Plotka) 
, ers Co-op. Pub. Co., 1939). 
OHLIN, Gotthard, Handelshogskolan, 
m, Sweden. 
“OSTERRIETH, Harvard Univ., Lit- 
te Center 235, Cambridge, Mass. A Har- 
ord Ut R. B M.S., 1942, Colum- 


D 

OsTRANDER, F(rank) Taylor, Jr., Room 

) nt Bldg., Pittsburgh, Pa. A Pittsburgh 
Glass Co., econ. consult.; R. B B.A., 
Villiams. D 10, 8, 6. F “Maximum defense 
nd i: choice between fiscal and price 

1 Price problems in a defense econ- 
Conf. on Price Res., 1941). 

‘OSTRUM, Alfred Clarence, 5731 Chestnut 
hiladelphia, Pa South Philadelphia 
ligh School, T.B A.B., 1930, Pennsyl- 

Translation of Pareto’s 

political economy; underconsump- 
ries of business crises: a critical his- 
toral dissertation). 

(Mrs.) E., 1841 Ath- 

aan at Bo der, Colo. B A.B., 1939, Barnard; 
1 olumbia. D 11, 1, 10. E A study of 

un y ackground and personal history 
fifty most successful business owners 
small midwestern city. 

“PADEN, Donald Witt, A-3 Buchanan Bldg., 

sidential Gardens, Alexandria, Va. A U. S. 
Dent. Of Com., econ. anal., R; Ohio” Univ., 
nsir. T. B B.A., 1935, M.A.. 1936, Ph.D., 
Cc Economic consequences of a de- 

rate of population growth. D 1, 4, 11. 

s in the organization and closure of 


res. 


PARKER, "Sanford Stanley, Business Week, 
42nd St., New N.Y. A Business 
We k (McGraw-Hill econ. ed. 
Col 
"pisHKE, John W., 4140 36th St., S., Arling- 
_PAWLEY, Francis Raymond, Gunston. 
fairfax, Alexandria, 
“PEARSON, Olaf Andrew, 607 Third Ave., S., 
inn, 
NPENERY, E., Jr., Barr Bldg., Room 830, 
St.. N.W.. W ashington, 
"PERINE, Fred Agens, 46 Watson St., De- 


_PETERSON, G., 4362 Hilldale Rd., 


PHILIPS, August, 54-56 Threadneedle St., 
, England. A Netherlands Army, 
slydenstein and Co., partner. B 
ws, 1930, Leyden Univ. 'C Economic 
reparations and inter-Allied debts 

n Doesburgh, 1930). D 7, 6, 5. 
“PO Joan, 1513 20th St., N.W., 
) 


_POMERANTZ, Sidney Irving, 155 Henry St., 
N.Y "A Col. of City of New York, 

tr., B BS, 1930, City 

{ 1932, Ph.D., 1938, Columbia. C New 
American city, 1783-1803 (Columbia 

1938). D 2, 10, 12. F “The patriot 
r and the American Revolution,” in 
f the American Revolution, Studies 
) Evarts B. Green (Columbia Univ. 


Thomas Edward, West Virginia 
Ins titute, W.Va. A West Virginia 
: Col., prof., T. B A.B., 1923, M.A., 1925, 
D 17, 18, 1. E The labor movement 

t Virginia. F The negro citizen of West 
(West Virginia State Col. Press, 

Jnemplo yyment compensation and the 
stry of West Virginia,” S.E.J., Jan., 


"POSPISIL, Helen Barbara, Asso. of Amer. 
is, 30 Vesey St., New York, N.Y. 
f Amer. Railroads, econ. anal., RB. B 
.B., 1940, Upsala Col.; M.A., 1942, Clark 
niv. D 14, 8, 10. E Postwar competitive trans- 


of New York; 


Press, 


_POSEY, 


POWELL, Elmer Ellsworth, 208 E. High St., 
Oxford, Ohio. A Miami Univ., prof. emeritus 
of philos. and psych., T. B AB., 1885, Michi- 
gan; S.T.B., 1890, Boston; Ph.D., 1899, Univ. of 
Bonn. C Spinoza’s Gottesbegriff. D 17, 10. E 
The great American labor union racket; hin- 
drances to straight thinking about social and 
problems. G WS 

NTE-DUNAY, Rafael Blas, 1930 Penn- 
on.» Ave., N.W., Washington 6, D.C. A 
American Univ., instr. in Spanish, T. B Doc- 
tor of Civil Law, 1937, Ldo. on Diplomatic and 
Consular Law, 1938, Doctor of Polit. Econ. and 
Soc. Sci., 1939, Univ. de la Habana. C The 
agricultural process and the industrial process, 
its effects on business variable 
content of “justum” law. D 7, 5, 1. E Neutral 
money theories. 

QUALLS, Le Roy L., 739 N. Elmwood, 
Park, III. 

QUANTIUS, Frances Wells, Ohio State 
ae Col. of Com. and Admin., Columbus, 


OOUIGLEY, Carroll, 4472 Reservoir Rd., N. 
Washingten 7, D.C. 

RABINOWITZ, Susannah, 1309 Decatur St., 
N.W., Washington, D.C. A "WPB, asst. econ., 
R. B B.A., 1940, Hunter. D 1, 4, 1 

RADIUS, Walter A., 3030 Newark St. N.W., 
Washington 8, D.C. A Dept. of State, prin. 
econ., R. B A.B., 1932, M.B.A., 1934, Ph. i: 
1942, "Stanford. C United States shipping in 
trans-Pacific trade, 1922-38 (Stanford Univ. 
Press, 1944). D 14, 8, 10. F “Play of petroleum 
forces in Far East,” Sept., 1938, “Japanese 
shipping 1, grip on raw silk trade.” 
May, 1939, Far Eastern Survey. 

RAMSEY, Fredlyn, 2229 Bancroft P1., N.W., 
W ashington 8, D.C 

RANSMEIER, Joseph Sirera, 817 Fendall 
Ave. Charlottesvil le, Va. 

RAYMOND, Fred Ingalls, 629 W. Washing- 
ton Blvd., Chicago 6, Ill. A F. I. Raymond 
Co., owner, B. B B.S., 1917, Northwestern. D 
3, 10, 8. E Limiting the size or extent of busi- 
ness organizations. 

Cy W., 
lanta, Ga 

REINERTSEN, Peter Amos, 3500 39th St., 
N.W., W ashington 16, D.C. A OPA, head of 
Tungsten ard Molybdenum Units, A; sole pro- 
prietorship; Liberty Loan Corp., secy., treas., 
dir., B. B A. B., 1908, A.M., 1910, Augustana 
Col. D 9, 11 

REINHARD, Milton E., 5301 Massachusetts 
Ave., N.W., Washington, D.C. 

RICH, Leo Herbert, 444 Madison Ave., New 
York, N. Y. A Walter Dorwin Teague, assoc., 
B. B Univ. of Pennsylvania, 1924. D 3, 16, 12. 
E Opportunities for industrial developments 
and effects of new products in postwar period. 
F “Prewar products in postwar,” Fortune, 
July, 1943; “Employment quotas,” Iron Age 
Mar., 1943; “Jobs after the war,’’ Yank, July, 
1943. G W. 

RICHARDSON, John ffoulkes, Aus- 
tralian Govt. Trade Com., 630 Fifth z , New 
York, N.Y. A Office of Australian Govt? asst. 
to the commissioner; Australian Dept. of Ce ym. 
and Agric., admin. officer, A. B B.A., 1937, 
Univ. of Queensland. D 15, 8, 3. 

RICHMAN, Leonard David, 803 Park Sh 
Apts., 1755 E. 55th St., Chicago, III. 

RIGRUTSKY, William, 6201 Bay Pkwy., 
Brooklyn, N.Y. A Brooklyn Col., Dept. of 
Econ., instr.. T; New York State Dept. of 
Labor, senior minimum wage investigator. B 
B.A., 1935, LL.B., 1939, Brooklyn; M.B.A., 
1937, City of New York. D 17, 18, 4. 

RIPPS, Evelyn L., 1833 Park Rd., N.W., 
r ashington 10, D.C, A OPA, asso. econ., R: D 


RITZ, Philip Milton, 1271 New Hampshire 
Ave., N.W., Washington, D.C. A OPA, econ, 
statis. ; ; Civil Service, R A. BB E., 1937, Mil- 


Oak 


10 Pine Circle, N.E., At- 


i ; 
| 
3 
= 
i] 
ig 
a 
| 
St 


12 AMERICAN ECONOMIC ASSOCIATION 


waukee Col.; Ph.M., 1939, Wis- 
consin. D 4, 11. E Price control. 

ROBERTS, _% La Rue, 823 Alabama St. 
Vallej Lalit A U.S.N.R., lieut. (j.g.), 0-V 
(S); . Mills and semi-senior auditer. 
B B.A., 1938, Arkansas; M.B.A., 1940, 
Texas. D 4, 5, Le Prospective Ph.D. candi- 
date, Univ. of Southern sag 

ROBERTSON, Harrison M., 1600 W. Hill St., 


Ky 
ODES, Basil C., 1920 S St., N.W., Wash- 

ROEPER, George Alexander, 668 Pallister, 
Detroit, Mich. 

ROQUE, Manuel R., 112 Adams St., N.W., 
Washington, D. 

ROSDEN, George Eric, 914 Kennedy St., 
N.W., Washington, D.C. 

ROSE, Agustin Olaez, Insurgentes 360, 
Mexice, D.F. B B.S., 1934, C.P.A., 1939, Li- 
cenciate in law, 1942, Nat. Univ. of Mexico. 
C Los Costos Std. en el Cemento, eC = 
F’ideicomiso, 1942 (Univ. of Mexico). D 8, 

ROSENFELT, Mark N., Spencerville, Sia, 
A OPA, Processed Foods Br., chief econ., RA. 
B A.B., 1933, Harvard. D 11, 5, 1. E The analy- 
sis of monopoly and other problems (doctoral 
dissertation). 

ROSS, Morris 3816 Davis PI., 
Washington 7, D.C. A OPA, econ., R. BAB. 
1934, Brooklyn. D 11, 6, 10. E Selected prob- 
lems of wartime control in the lumber in- 
dustry. 

ROTH, Rolf W., Legation of Switzerland, 
1601 Fuller St., N. ashington 9, C 
A Legation of Switzerland, Dept. Foreign In- 
terests, asst. to chief; Legation’s delegate for 
prisoners of war, A. B Bacalauréat és lettres, 
1935, College de Fribourg; Dr. rer. pol., 1940, 
Univ. of Bern. C Industrial development of the 
Balkan countries since 1921. D 8, 11, 2 
American industrial management. 

ROWE, Richard Grant, 658 S. Sycamore St., 
Los Angeles, Calif. 

sae Joseph, 353 E. 77th St., New 

ork, N 

SANDELIN, G. Lincoln, 1412 Spring Rd., 
N.W.., Washington, 

SARD, Edward L., 3014 Gainesville St., 
Washington, D.C. A WPB, Bur. of Plan. = 
Statis., senior econ., R; T. B A.B., 1933, Cor- 
nell Univ.; A.M., 1936, Columbia. D 3, io, 19. 
E The black market (doctoral dissertation, 
Columbia Univ.). F “How Britain does it, ob 
Amer. Federationist, Aug., 1943; “Shopping 
in 1943,”’ Nation, May 1, 1943; What does the 
war mean to you? (Soc. "Stud. Pub. Co., 1942). 

SACASA, Antioco, 1912 N. High St., Apt. D, 
Cotenites 1, Ohio. A Ohio State Univ., ” student, 

R. Bachiller en Ciencias y Letras, 1933, 
Instituto Nacional de Occidente, Leén; Doctor 
en Derecho, Abogado y Notario, 1939, Universi- 
dad de Leén. C Investigacién de la Paternidad 
Ilegitima (Tipografia ‘“‘Los Hechos,” 1938). D 
8 2, 15. E Balance of trade of Nicaragua. 

SCHEIDER, Charles ey III, Box 54, 
R.F.D. 4, Alexandria, Va. A War Dept., Stock 
Control Div., H.Q. Army Service Forces, capt., 

; Univ. of Georgia, instr. of econ., T. B 
B.S.C., 1938, M.S.C.. 1940, Georgia. D 5, “4, 6. 

SCHIFF, Marie S. (Mrs. Erich), 1426 Sara- 
toga Ave., N.E., Washington, D.C. 

SCHLENKER, Anna A., 3717 Legation St., 
N.W., Washington, D.C. 

SCHUBART, William Howard, 44 Wall St., 
New York, N.Y. A For, Econ. Admin.; Lazard 
Freres and Co., partner, A. D 8, 3, 6. 

SCHWARTZ, Sam, 15 Goodwin Ave., New- 
ark, N.J. 

SEIBEL, Laurence Elias, 1652 Argonne P1., 
N.W., Washington 9, D.C. 

SEITZER, Lee, 1747 Galen St., S.E., Apt. 4, 
Washington, D.C. A WMC, senior ind. anal.; 
R. B A.B., oe, New York; A.M., 1942, Clark 
Univ. D 17, 5, 8. F “Labor market problems in 


Jan industry,” Labor Market, 
Clifford KN. Geo 
rede 1560 
Bronx, New York y NY Metropolitan Ave., 
Helen V., 1916 G St., N 
Washington, DCA opi. Program Plan 
Div. of asst. chief. B 
en client 
Aaron 1293 
ejandro Ch. 
Aires, Aigentina 4 = arcas 682, Buenos 
D, Olives Cc. 
Waukesha, Wis. "A Carroll a 
RT. B B.A., 1916, St. Olaf; M.B.A., 1927. North. 
western; Ph. D., 1937, Towa. C Certain paqounse 
attitudes of Theodore Roosevelt. D 12, _E 
Coll alone textbook on salesmanship, G 5 
RBERG, Merwin, c/o Rabbi I. L. Kap- 
Challen Ave. Jacksonville 5, Fla. 
» John, OPA: Iolani Palace, Tono- 


lulp 
SILVANIE, wr. 2141 Eye St., N.W., Was 
ington, . < OPA, econ.; Brooklyn ar 
instr. B AB 1920, Clark Univ.; A.M. 
1921, PED. 1939, Columbia. C Responsibility 
of states for acts of 
(Columbia Univ. Press, 1939). 16, 11. F 
“Responsibility of states for At of insurgent 
” Amer. Jour. of Int. Law, 1939: 
roblems of postwar economy (Brooklyn Col., 
Bur. of Econ. Res. Bul., 1942). 

SILVANIE, Sarah Roche _, Haig), 2141 
Eye St., N. Ww. Washington, D.C. A War Dept., 
asst. statis. B B.B. A., 1941, City of New York 
D 16, 14. 

SMITH. “A. Laurence, 1108 Van Dyke Ave., 
Detroit, Mich. 

SMITH, Russell Roland, 7302 Flower Ave., 
Takoma Park os Md. A De t. of Agric., asso. 
statis. DY, 41.38 Stock market forecast- 


ing. 
SMITH, 3101 Pennsylvania Ave., 
S.E., Washington 20, D.C. 
SMITH, Victor R., Confederation Life Asso., 
12 Richmond St. E., "Toronto, Ont., Canada 


SMUL, Kathryn (Mrs. Philip Arnow), 20128 
Meyers Rd., Detroit, Mich. 

SOBIN, Bernard, Co. A, A.S.T.U, 1189, 

227 St. Mary’s Hall, Chestnut Hill 67, 
A A.U.S., sgt.; U. S. Civil Service, asst. 
R. B B.S. in S.S., 1938, City of New 
D 10, 8, 3. 

SPERLING, we 1749 Lanier Pl., N.W., 
Washington, D.C. A OPA, econ., R; R. BAB. 
1938, Brooklyn; A.M., 1939, Columbia. D 6, 16, 
11. 

SPERO, Herbert, 17 Lexington Ave., New 
York, N. Y A Col. of the City of New York, 

B.B.A., 1929, City of New York; 
hy Rey York; Ph.D., 1939, Columbia. 
C Reconstruction Finance Corporation loans to 
the railroads, 1932-37 (Bankers Pub. Corp.). 
D 7, 9, 5. E Future of banking. F “The danger 
of ae inflation,” J.P.E., Aug., 1943; 
“Danger-savings bonds and idle cash,” 
ers Mag., June, i943; Money and banking 
(mono., Thomas Nelson and Sons, 1937). 

SPIELMAN, ae William, Dept. of State, 
Washington, D.C. A State Dept., agric. econ., 
R; Dept. of Agric., agric. econ., B B.S 
1933, MS. 1935, Oklahoma A. and M. D 15, 12, 
8. E An "analysis of the cotton industry in 
southern Brazil, its development and future 
possibilities. 

SPITZER, Frederick Irwin, 6315 Waldron 
St., Pittsburgh 17, Pa. A Westinghouse E. and 
M. Co., quality control inspection, R; Univ. 
of Pittsburgh, student. B A.B., 1943, Pi itts- 
burgh. D 8, 4, 16. E Possibilities for the culti- 
vation of spices in the western hemisphere. 


STAN! 
Grand R 
and inst 


STEIN 
enwooc 
STOCE 
Ave., Di 
RA; R. 
Georgeto 
STON] 


western 
1936, M.. 
western. 


4 
734, Ar 
cer, RA 
AB A? 
bf re 
F Busi: 
State B 
STRAI 
m BAB 
F Ur 
Rev., 19 
“STRO’ 
Chi ag 
SU, Ts 
I A 
Commun 
B.S., 19 
3043, Ill 
sadvar 
f 
ot 
my CTAKA 
Chicag 
ices, ec 
TAYL 
NW \ 
dersecre 
G WI 
THAT 
Ave., B 
B 
Ph T) 
4 
THEO 
THIE] 
Bidg., 1¢ 
westerr 
THOM 
THOM 


LIST OF MEMBERS 13 


STANG, (Sister) M. Blandina, Aquinas Col., 
~-.nd Rapids, Mich. A Aquinas Col., registrar 
end instr. TA. B B.S., 1933, De Paul. D 1, 10, 


sisi. Thelma, Mayflower Hotel, 6125 S. 
Kenwood Ave., Chicago, Il. 
STOCKER, Norman Robert, 13221 Cherrylawn 
Detroit 4, Mich, A _WPB, admin. asst., 
Hag Detroit; M.A., 1940, 
Get rget 


STONE, "Robert Elwin, 1600 S. Barton, Apt. 

74, Arlington, Va. A OPA, hist, records offi- 

1 . of California, lecturer, T. B 

1924, California. C Community 

criminal law, and letters of 

f Law Rev., 1921-24). D 18, 14, 7. 

and property law (Foundation 

ess, “Low cost legal service,” Calif. 

State Bar 1940-41; “Constitutionality of 
1] loan laws,” Calif. Law Rev., 1939-40. 

“STRAUSS, William Victor, 219 Hearne Ave. * 

‘incinnati, Ohio. A Paris Shops, controller, B. 

> 1928 M.B.A., 1930, Harvard. D 6, 5, 9. 

Britain’s. war finance,” Common 

“Wartime fiscal policy,” Antioch 

“The national debt,” Amer. Scholar, 


Henry, Leland Hotel, Au- 
rora, Ill. A S. Army, pfc. B A.B., 1942, 
go. D 3 1. 
SU, "Tsai- Shan, 1010 W. Illinois St., Urbana, 
A _Hlineis Univ., student; Ministry of 
cation, China, transp. eng., A. B. 
S. "1933, National Chiao- Tung Univ.; M.S., 
043. Illinois. D 14, 10, 1. E Advantages and 
disadvantages of highway transportation. 
SZATROWSKI, Zenon, Northwestern Univ., 
S lan Rd., Evanston, Ill. A North- 
western Univ., Dept. of Econ., instr. B B.S., 
193%, M.A., 1937, Indiana; Ph.D., 1942, North- 
stern, Sc ere of some integro-differen- 
ms. D 4, 5, 1. E Effect of past con- 
ption on present demand for meat. F “A 
lem in phase ee A Indiana Math Asso. 
Pr Spring 
TAKAHASHI, Shigehar 5738 Drexel Ave., 
Chic ago, Ill. A Univ. are ai student. B 
A.B.. 1943, Ohio Univ. 8. 
TALBOT, Homer, 1230 St., Denver 7, 


TARASOV, Helen, 2100 19th St., N.W., 
Washington, D.C. * Office of Strategic Serv- 
ices, econ., R. B.A., 1936, Western Re- 
serve; M.A., 1937, a ache School of Law and 

jlomacy. D 6, 19, 3. E Economics of consumer 

ratives (doctoral dissertation). F Who 
the taxes? (mono., TNEC, 1940); “Who 
pay the taxes?” Soc. Res., Sup. 4, 1942; 

allowances: an Anglo-American con- 


st Annals May, 1943. 
TAYLOR, Wayne Chatfield, 1743 22nd St., 
N A Dept. of Com., un- 


Washington, D.C. 
derscretary, A. B A.B., 1916, Yale. D 8, 6, 1. 
THATCHER, Lionel Wilmot, 114 Kingsley 
Ave., Bethesda, Md. A WPB, Prog. Bur., chief 
B B.S., 1925, Utah State Agric. Col.; 
1938, Wisconsin. C Development of pub- 
y regulation in Utah (in part in Jour. 
1 and Pub. Util. Econ.). D 14, 10, 6. 
uation by legislative feat,” Aug., 1939, 
and depreciation history of the 
and Light Company,” Nov., 1939, 
Jour. of Land and Pub. Util. "Econ. 
"TisOBAED, Adrian D., 2705 9th St., S., 


_ LHIELECKE, Walter L., 
g., 1010 Pine St., St. 
western Bell Tel. Co., 


1628 Telephone 
Louis, Mo. A South- 
gen. statis., B. B B.S., 
Missouri. D 14, 5, 4. 

THOM, William Richard, 1270 llth, N.W., 
Cai a Ohio. A Lawyer. B Georgetown Law 
Sch 1916. D 5, 17, 18, G W. 

THOMPSON, Charles Dederer, Mt. Hermon 
School, Mt. Hermon, Mass. 


THORSON, Ivan A., 724 S. Spring St., Los 
Angeles, Calif. A Ivan A. Thorson Org. (re- 
search), ed, dir.. T; Realty Res. Bur., pres., 
RAB. B A.B,. Luther; grad. study, Johns Hop- 
kins. D 16, 6. E How to evaluate my property 
for taxation and assessment purposes. F Es- 
sentials of California real estate law, etc. 
(1943), Economics of real estate (law) and 
simplified approval system (1942) (Realty Res. 


r.). 
TIMBERG, Sigmund, 2519 39th St., N.W., 
Washington, D.C. 

OWSLEY, Frank Hathaway, 195 Broadway, 
New York, N.Y. A Amer, Tel. and Tel. Co., 
atty. B AB., 1913, Tufts; LL.B., 1919, George 
Washington Univ.; ; LL.B., 1921, "Columbia. D 
14, 1, € courts as a co-ordinate part of 
the administration process. 

TREDWELL, Thomas Alanson, 16 Crows 
Nest Rd., Bronxville, N.Y. A F. W. Dodge 
Corp., asst. vice-pres.; Architectural Record, 
Mag. Div., adv. megr., B. B A.B., 1923, Wiscon- 
sin; M.A., 1942, New York. D 12, 16, 

TRIPP, Chester Dudley, 310 S. ” Michigan 
Ave., Room 1616, Chicago, Ill. B Ph.B., 1903, 
Yale. D 13, 5, 2. 

ae Elizabeth D., 42 Independence 

S.W., Apt. 406, Washington, D.C. 

TURNBULL. John Gudert, 4442 N. Oakland 


Ave., Milwaukee, Wis. 
UHALT, Alfred Hunt, 220 Eureka Ave., 
José, Edificio 


Jackson, Miss 

VALENCIA CARDENAS, 

“Sud-America,” Segundo Piso, Plaza San Mar- 
tin, Lima, Peru, So. Amer. A Universidad Ca- 
tolica de Lima, catedratico; abogado, TB. 
B Abogado, 1927, Doctors degrees in phil., 

econ., and law and polit. econ., Universidad de 
Arequipa. C Proyecto de unificacién de legisla- 
cién comervial hispanaomericana; Proyecto de 
creacién de Banco Minero en el Pera; Causas 
econémicas de la emancipacién peruana. D 
2, 1, 10. E Geo-economia del Pert. F Circula- 
cién de la Riqueza (Universidad de San Mar- 
cos, imprenta Sanmarti y Cia., 1939); Hacia 
el Hispano o Iberoamericanismo Juridico (Uni- 
versidad de Arequipa, imprenta “‘La Bolsa,” 
1929). 

Vala Cornelia (Mrs. 
Crompond, N.Y 

VANDERMEULEN, Alice John (Mrs. Dan- 
iel C.), 86 Foster St. Cambridge 38, Mass. 
A Wellesley _ instr. B A.B., 1939, Bryn 
Mawr. D 8, 7, 

VAUGHN, a Abbott, 232 North Rd., 
Bedford, Mass. A Boston Univ., A.S.T.P., 
instr. ; Vermont Academy, hist. and soc. sci. 
teacher. B B.B.A., 1932, M.B.A., 1939, Boston; 
LL.B., 1937, Suffolk. D 2, 1, 17. 

Von HAUNALTER, Eberhart, 211 E. 71st St., 
New York, N.Y. A Wine Shippers Import 
Corp., adv. mgr., B. B Univ. of Vienna, 1930; 
fellow, Univ. of Cincinnati, 1930-32. D 8, 16, 15. 

VOSS, Wellington Joseph, 439 Ingraham St., 
N.W., Washington 11, D.C. A WPB, econ. 
statis., R; Amer. Fed. ‘of Gov. Emp., res. asst. 
to pres., R. B M.A., 1942, Catholic Univ. D 
4, 17, 10. E Development of statistical method 
in the United States. 

WALLACE, Mattie Louise, 2032 
Rd., N.W., Washington, D.C. 

WALRADT, David, 411 W. 10th Ave., 
bus 1, Ohio. 

WARNER, Doris Plass (Mrs. Donald A.), 
4815 N. Capitol St., Apt. 302, Washington, D.C. 

WARREN, Edgar L., War Labor Bd., 1100 
Fidelity Bldg., Kansas City, Mo. 

WARREN, Forest Glen, 4102 N. Third Rd., 
Arlington, Va. A For. Econ. Admin., econ., RA. 
BB 1937, Purdue; M.S., 1939, "Tilinols. D 
15, 12, 4. E Economic significance of the futures 
market for soy beans (doctoral dissertation). 

WARREN, Gerald Emery, 718 E. Seminary, 
Greencastle, Ind. 


Samuel), 


Belmont 


Colum- 


| 
| 
| 
| 
‘ | 
be 


14 AMERICAN ECONOMIC ASSOCIATION 


Waters, George Henry, 1357 E. 50th St., 


L, Felix i, José, 429 W. 117th St., 
, N.Y. A Columbia Univ., Inst. 
a member; Latin American Econ. 
R Dr. rer. pol., 1920, Univ. of 
Frankfort. C Sozialisierung (Berlin, 1920). D 
3, 2, 6. E Economic problems of Argentina; 
Argentina at the crossroads—industrialization 
versus agrarian economy. F Argentina’s labor 
movement (Leipzig, 1925); Argentina’s income 
tax (G. Kraft, Buenos Aires, 1933); co-author, 
Memoria 1933-34 de la Comision de Racionaliza- 
cion de la Administracion Nacional (Buenos 
Aires, 1934). G W. 

WEIL, Rolf Alfred, 1162 E. 54th P1l., Chicago 
15, Ill. A Cowles Com. for Res. in Econ., res. 
asst., R. B B.A., 1942, Chicago. D 7, 6, 1. E 
Study on the impact of price control on busi- 


WEINER, Mervyn L., 1120 Lajoie Ave., 
Outremont, *Que., Canada. A Royal Canadian 
Artillery, lieut. B RB. Com., 1943, McGill. D 12, 


10, 4. 
hese John, P.O. Box 57, Pittsburgh, 


‘WELLISZ, Leopold, 120 Cabrini Blvd., New 
York, N.Y. A Gov. of Poland, London, advisor 
to the minister of finance, A; First Locomotive 
Works of Poland, pres., B. B B.L., 1912, Univ. 
of Kieff. D 8, 1, 11. E "American postwar eco- 
nomic planning. F Foreign capital in Poland 
(George Allen and Unwin, Ltd., London, 1938). 


WELLMAN, Harry Richard, Univ. of Cali- 
fornia, 207 Giannini Hall, Berkeley, Calif. 

WERTHEIMER, Robert George, 
Gardens, Cambridge, Mass. A U. S. Army, p 
B Dr.ut.Jur., 1933, Vienna; 1940-42, Harvard. 
C The we problem in the postwar 
economy, D 8, 16, 6. E Economic relations be- 
tween Europe and South America; the recon- 
struction of the European trade relations in 
the postwar period. F “Free trade vital to post- 
war security,” Christian Science Monitor, Oct. 

2. 


Melvin I., 509 W. 12ist St., New 
. A Columbia Univ., fellow, R. B 
Cincinnati. D 1, 6, 19. E Study of 
the growth of the natural gas industry. 
WHITING, James Woodward, 1745 N. Gram- 
ercy P1., Holly wood 28, Calif. A -_-% Air- 
craft Corp., staff asst., B. B e ., 1938, Cali- 
fornia at Los Angeles. D 14, 4, 
WICKIZER, Vernon Dale, Food Research 


alter Francis, 

Ithaca, N.Y. A Cornell Univ. 

TR. B A.B., 1884, A.M., 1888, LL.D.” 
herst; LL.B., 1887, Ph.D., 1891, Columbis 
divorce problem: a study in statistics (Coly P 
bia Univ. Studies, 1891, 1897), D 20.4. ER 
tory of Sofeuae apportionment. F Eleventh cen 
sus supplementary analysis (U. 
Office, 1906); “Apportionment of aioe 
tives,” A.E.R., Mar. sup., 1916 Studies in Amer. 
ican demography (Cornell Univ. Press, 1949). 


WILLIAMS, Ernest W., 

Washington, D.CA 
., 1938, M.S. ian Columbia. 

16, 2. F Contributor, Transportation and as 

tional policy (Nat. Res, Plan. Bd., 1942); “The 

Outlook for domestic air transport, ”” 1943, “The 

aga = the railroad industry,” 1943, Nat. 


WINGFIELD, Daisy (Mrs. Will 2 

uth laine, 125 Pros 

W., Brooklyn 15, N.Y. A Student, 1, 

E Co nverting from a wartime to a enantio 

economy. 

WRIGHT, Milton S. J., Wilberforce Univ., 
Wilberforce, Ohio. A Wiiberforce Univ. prof. 
of econ., on. head: Div. of the Soc. Sci 
chair. ; T. 1926, Wilberforce; 
1928, PD. 1932, Univ, of Heidei. 
berg. C The economic ‘development and native 
policy of the former German African colonies, 
1884-1918 (Buchdrukerei E. Bechstein, Wertheim 
a/m, 1932). D 1, 2, 17. E Am analysis of eco- 
nomic problems among college and university 
teachers. F A critique of the ——" a Supply 
and demand (Liverpool Pub. Co., 193 “The 
history of the American Serv- 
ice Mag., June, 1939. G S. 

wu, Yung-Shun, 6040 S. Ellis Ave., Chicago, 
Ill. B 1931-35, Customs Col., China; M.A., 1943; 
grad. study, ‘1943—, Chicago. D 


YOUNG, H. C., 404 Black Bldg., Fargo, N.D. 

YOUNGDAHL, C(arl) Richard, 1028 Connec- 
ticut Ave., Washington, D.C. 

ZARET, Harold, 3104 19th St., N.W., Wash- 
ington 10, D.C. A WPB, asso. econ., RA. B 
A.B., 1939, Columbia. D 1, 3, 7. 

ZWANZIG, Otto Ernst, 168 Oakridge Ans., 
Nutley, N.J. "A General Cable Corp., 
B B.S., 1935, M.S., 1937, M.1.T. D 5, 


cen- 


6427 16th St., 
PB, senior econ., 


mberg 
deFremer 


Brownlee 
airns,A 
Cameron,’ 
Cloe.CW 
Dye,AV 7 
Ellsworth 
sher,A( 
Gerschenl 
Gibbs,GJr 


9 Bu S] 


Bingham 
Flynn,OR 
Fordham, 


neand TE 
Cahr FB 
Cascino,A 
Pelton. JR 
Johnstone 
Brown,f! 
rvey,E 
& 
er 
rnt,HA 


CLASSIFICATION OF MEMBERS 


1. Economic THEORY; GENERAL WorkKS 


nd.TEM 6,17 Heany,DF 4,2 Moore,GS 9 Stang,MB 10,17 
B 63 Kalb,S 17,11 Mulcahy,R.E, 7,17 Takahashi,S 4,8 
; Kraus,WM 3,6 Nussbaum,FL 8,16 White,MI Sd 
Marcus,E 7,8 Ostrum,AC 5,4 Wolfort,RE 5 
McGann,PW 4,5 Paden,DW 4,11 Wright,MSJ 3 7 
Modigliani,F 4,5 Rabinowitz,S 4,17 Zaret,H 3,7 


2. Economic History 


Engers, F 8,3 Heckscher,EF 8,7 Vaughan,JA 1,17 
Hardin,RR 8,5 Pomerantz,SI 10,12 


3. Economic Systems; NATIONAL Economics 


Kirsten,MH 10,8 Rich,LH 16,12 Valencia Cardenas,J 
Miller,FM 17,6 Sard,EL 10,19 1,10 
Raymond,FI 10,8 Strotz,RH 5,1 Weil, FLJ 2,6 


STATISTICS; Economic MATHEMATICS; ACCOUNTING 


ttoni,JN 7,5 Rutieshenee. GI 10,16 Lamden,CW 7,9 Roberts,FL 5,1 
nbrenner,JA 5,1 Cook,FH 1 Langer,FC 11,5 Szatrowski,Z 5,1 
EH 6,7 Cudmore, SA 6,18 Ritz,PM 10,11 Voss,WJ 17,10 


5. Bustness CYCLES AND FLUCTUATIONS 


Hersey,AB 8,2 Parker,SS 11,10 Thom,WR 17,18 
Liebling,HI 6,11 Scheider,CFIII 4,6 Zwanzig,OE 10,3 


PusBLic FINANCE; Fiscat Poricy; TAXATION 


Desmond,TC 3,9 jonce 5,10 Neff,P 7,1 
Garcia Montes,O 7,8 sopez-Fresquet,RA 5,7 Ripps,EL 16,8 
Hanellin,HJ 7,1 Magill,R 9,10 Sperling,C 16,11 
Herbert,CP 10,18 Mathay,I 7,5 Strauss,WV 5,9 
Jesse,HC 17,9 Mayo,RP 7,4 Tarasov,H 19,3 


7. MONEY AND BANKING; SHORT-TERM CREDIT 


Estrem,TS 5,6 poo 9,6 Puente-Duany,RB 5,1 
Hahn,LA 5 Lurié,S 9,11 Spero,H 9,5 
Hernandez,J 6,5 Philips,A 6,5 Weil,RA 6,1 


8. INTERNATIONAL TRADE, FINANCE, AND Economic PoLicy 


lee RH 10,11 Harris,KS 1,2 Mitchell, JM 1,4 Silvanie,H 16,11 
A Heller,VK 10,19 Nelken,G]J 7,9 Spitzer,FI 4,16 
TC Tr 10,2 Hoselitz,BF 1,5 Oehlert,BHJr 6,10 Taylor,WC 6,1 
, Jones,SV 11,12 Osterrieth,H 1,5 Vandermeulen,AJ 7,4 
Jones,WK 4,1 Rose,AO 6,4 Von Haunalter,E 16,15 
Kahn,AE 5,11 Roth,RW 11,2 Wellisz,L 1,11 
Lee, K 3,1 Sacasa,A 2,15 Wertheimer,RG 16,6 
MacRae,DJr 17,1 Schubart,WH 3,6 Wu,YS 15,7 
Magowan, H 10,11 


‘URITIES MARKETS 


Fuller,DR 5,3 Jones,TC 14,1 Reinertsen,PA 11,4 
Hughes,EG 14,4 Mehr,R.I. 7-18 Smith,RR 4,1 


| 
| 
Blanchard,FS, 11,5 
Frat RW 18,1 
Tohnstone,SP 9,6 
Davidson,CFJr 6,4 
rvey,EF 7,19 
er.CC 8,10 
Catozella,VA 9,4 
Caverly,HL 
i Loner D H 
Baldwin,CF Jr 17,11 
rt,HA 86 | 
mberg.Cl 4.1 
eFremery,R 5,8 
i 
r 
‘ Fis er td 
4 1 
ersch 
bbs, ( 
Business FINANCE; INSURANCE; INVESTMENTS; SEC 
Bingham,VA 7,3 
Flynn,ORJr 5,7 | 
fordham,H 6 
| 
ip 
| 


AMERICAN ECONOMIC ASSOCIATION 


10. Pustic Controt or BusINess; PuBLic ADMINISTRATION ; 
NATIONAL DEFENSE AND WAR 


Beckwith,BP 1,2 Egand,LM 3,4 Katz,N 4,3 Matlock,CC 84 
Bobbitt,EC 11,4 Greene,LS 16,6 Keatinge, rf 11,12 McMillan SS 49 
Brennan,AT 3,5 Hoeber,FP 4,1 Koenig,HJ 6,5 Ostrander, FT Jr 8.6 
Clabaugh,SF 8,9 Joseph,JJ 18,17 Malick,CP 11,17 Sobin,B 8,3 
deCapriles,MA 4,11 


11. INDUSTRIAL ORGANIZATION ; PRICE AND PRopucTION Poticigs; 
BusIness METHODS 


Bain,JS 1,10 Firfer,A 10,6 Nicols,A 5,15 Rosenfelt,MN 5,1 
Brown,LH 6,12 Hobart,GH 8,6 Oxenfeldt,GE 1,10 Ross,MA 6,10 
Bucy,EH 12,17 Morosoff,SP 12,19 


12. MARKETING; Domestic TRADE 
Bitting,HW 3,4 Davisson,CN 1,11 Lilliston,LF 10,11 Shefveland,OE 5,1 
Bliss,P 11,2 Faber,FL 19,11 Maguire,TP 5,11 Tredwell, TA 16,2 
Bradford,ES 11,19 Fiske,DL 10 Model,M 3,1 Weiner, ML 10,4 
Clark,CM 15,7 
13. Mintnc; MANUFACTURING; CONSTRUCTION 
Tripp,CD 5,2 


14. TRANSPORTATION ; COMMUNICATION; Pustic UTILITIEs 


Aitchison,CB 10 Pospisil,HB 8,10 Thatcher,LW 10,6 Whiting,JW 4,9 
Anderson,RB 10 Radius,WA 8,10 Thielecke,WL 5,4 Williams,EWJr 16,2 
Farnsworth,FA 6,10 Su,TS 10,1 Towsley,FH 1,9 


15. AGRICULTURE; FORESTRY; FISHERIES 
Collins,GP 1,16 Richardson, Jff 8,3 Spielman,HW 12,8 Warren,FG 12,4 
Hansen,WJ 12,1 
16. Economic GEOGRAPHY; REGIONAL PLANNING; URBAN 
LAND; HousING 


Bell,WJ 17,19 Darvin,LS 8,11 Silvanie,SR 14,4 Thorson,IA 6 
Craf,JR 8,11 Hays,GA 8,2 


17. LABoR AND INDUSTRIAL RELATIONS 


Chernick,] 1,4 Hassell,EW 14,5 Kovarik,RC 18,10 Powell,EE 10 
Clorety,JAJr 10,8 Hudgeon,EM 4,6 Jewett,RB 4,16 Rigrutsky,W 18,4 
Estey,MS 5,18 enn 4,1 Nixon,JH 11,10 Seitzer,L 5,8 
Galenson,M 18 Jacobson,S 6,11 Nixon,RA 18,3 Seymour,HV 10,18 
Gilson,MB Kopelman,VW 16,4 Posey,TE 18,1 Stocker,NR 2,1 
Hammer,RB 11,4 


18. SociAL INSURANCE; RELIEF; PENSIONS; PUBLIC WELFARE 
Hoiberg,OG 20,19 Stone,RE 14,7 


19. CONSUMPTION ; INCOME DISTRIBUTION ; CO-OPERATION 
Bigelow,HF 17,6 Grubbs,WM 17,6 Nelson,EE 8,2 


20. PoPpULATION ; MIGRATION; ViITAL STATISTICS 
Willcox,WF 4 


16 


| 


